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Preface 


In the earlier editions of this ter t, the period chosen for study was the 
two hundred years from 1750 to 1950, and the hook was intended to be a 
brief chronicle of the major economic changes that occurred in India under 
the impact of the British rule. Such changes became manifest in the country's 
land revenue system, tax structure, the agricultural-industrial balance, 
currency and coinage, transportation and communications and, of course, 
in the trade relations between India and the West. One can say that the 
general purpose of economic polic\ during those imperialistic years was to 
secure Great Britain’s economic interests under the facade of schemes that 
pretended to uphold the interests of the impoverished Indians. Not that 
everything in the schemes was:: pretence. There certainly were well-intention- 
ed British administrators, conscious of the burden cast on them by Destiny. 
But the rules of the game were heavily loaded in favour of Britain, and 
except for a handful of calculating and subservient Indians, the rest of the 
native population derived little benefit from, the imperialist regime. Our 
chronicle, t licit. fore, ended on the note that the termination of the British 
connection in 1947 was sure to initiate changes that would redound to the 
benefit of the common people in India. 

In the present edition, ^n attempt h;o been made to take stock of the 
most important developments on the economic from since the era of a 
"planned (mixed) economy was ushered in b> the Government of independent 
India in 1951. five years between 1947 and |95! w^re marked by the scars 
of the partition of the country that accompanied independence Beginning 
from 1951, a senes of f ive Year Plans were prepared and executed, and 
concomitant poliev measures were formulated, all with the professed objec- 
tive of realising the social and economic goals en^hniKd in the chapter on 
Directive Principles of State Policy in the Constitution of India. Since then, 
the growth performance of the economv ha- d finitely improved, but to 
what extent the benefits of growth have percolated to the common people 
of India remains a matter of keen deba even today. No attempt has been 
made to go into such debates at all, since this book is no more than a chroni- 
cle of events and actions. However, in this edition, the story of India's 
economic ups and downs has been narrated for a longer period than before. 
In general, the end of the decade of 1970s has been taken as the terminal 
point in our story. Many more changes have come in over the last few years, 
but they arc too recent to be incorporated in a book of this kind. 
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On particular aspects of the history being recorded here, there are many 
excellent books, some of which have been referred to in the Bibliography 
at the end of the book. The reader who has gone through text is strongly 
advised to consult these references if he wishes to fill in the blanks left by 
this deliberately abbreviated history. Our purpose is not to provide a detailed 
assessment of the changes that have been noted, but simply to give an 
introduction that can guide the reader through the maze of the vast, and 
somewhat disorganised, literature on Indian economic history. 

I wish to thank Mr. J. Banerjee, who had worked under Sir Theodore 
Gregory at the London School of Economics in the early 1930s, for contribu- 
ting two of his research papers on the currency history of India for inclusion 
in the book. These have been printed as Appendices B and C. Appendix A 
deals in some detail with the consequences of the 1947 partition on the Indian 
economy (as well as on Pakistan’s). I am also grateful to Sri ( Kaushik 
Chattopadhyay who has rendered very useful service in the preparation of 
the Bibliography. 

' « 

Dhires Bhattacharyya 



1 

Prelude 


I 

In the middle years of the eighteenth century India was passing through one 
of those recurrent crises in Indian history when the decline of central autho- 
rity tempted a number of contenders to vie with each other for political 
supremacy and thus invited administrative and economic disruption. It is 
true that in the Indian social structure the central administration has always 
remained more or less confined to a few urban areas. The villages carried 
on their usual round of activities without being considerably affected by the 
changes which might be occurring in the character of the central political 
authority* But the rapid changes that accompanied *the break-up of the 
Mugh?' l ..pin: created a certain amount of confusion even in the remo- 
test areas. New agencies of pillage and plunder suddenly raised their heads. 
Traditional sources of authority were replaced by others less known and 
less rooted in public tradition. The land revenue, which happened for ages 
to be the major link between the villages and the ruling political power, 
came to be exacted by a number of unscrupulous adventurers. Cultivation 
shrank, people were forced to hoard and conceal their assets, and fortunes 
made in previous years from trade and moneylending were either snatched 
away or dissipated. These attitudes of hoarding, secretiveness and mistrust 
of the administrative authorities continued to be the dominant characteris- 
tics of the rural populace in India for. a long time even after the conditions 
that called forth such attitudes eventually disappeared. 

The land revenue administration of the Mughal Emperors itself tended 
to create a large number of more or less powerful intermediate local autho- 
rities positioned between the Central Government and the actual cultivator. 
Moreland classifies these intermediaries as Chiefs, Representatives, Assig- 
nees. Grantees and Revenue Farmers . 1 The Chiefs came from the ranks of 
Hindu Kings who, defeated by the Mughals in war, were left in control 
of large areas of land on the condition that they would pay tributes in cash 
to the Mughal Emperor. The Imperial Authority would leave the internal 
administration of such areas to the C*- ; ef and no direct administrative link 
would be maintained with the cultivators there. So long as the Chief punc- 
tually paid his tribute, he would be left free to deal with his subjects as he 

1. Moreland, W.H., The Agrarian System of Muslim India . Cambtidge, 1929, Ch. 1. 
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pleased. The consequence of default would perhaps be a punitive 
expedition by the local Governor against the defaulting Chief. On such 
occasions the Governor’s regular troops would be reinforced, if necessary, 
by troops from the Imperial headquarters. 

Representatives were headmen of villages who, acting on behalf of the 
local peasantry, accepted a certain liability for land revenue payment which 
they would then apportion among the peasants. Agreements on the amount 
to be so paid were usually entered into for a short period, sometimes 
for only one agricultural season, between the official assessor and the village 
headman. In arriving at the land revenue for which a particular village 
would be held liable, naturally the most important factor to be taken into 
account was the area sown or likely to be sown in the village during a parti- 
cular season. 

Assignees were civil or military officials of the State who, instead of 
being paid in cash, would be assigned either the whole or a part of the land 
revenue due to be collected from a specified area. To enable the Assignee 
to collect his dues he would be vested with a certain amount of penal power. 
In addition State help would normally be made available to him in case he 
failed to realise his dues by his own authority. 

Grantees were similar to Assignees except that the grants of revenue 
made in their favour were generally rewards for meritorious work or learn- 
ing. While the assignment was conditional on the Assignee’s continuing 
to render satisfactory service, the grant was usually unconditional. But 
instances occurred when the grantee on incurring the Emperor's displeasure 
was deprived of his grant, just, as the Assignee might be dispossessed for fail- 
ing to render the service expected of him. 

Revenue Farmers were cither officials of the ?tate or outsiders who by 
taking upon themselves the liability to pay a fixed annual sum to the 
State relieved the central executive authority of the trouble and expenses of 
collecting revenue from a large number of cultivators scattered over a wide 
area. In some cases the Governor of a province or some official under him 
might assume the role of a revenue farmer in addition to his normal ad- 
ministrative duties. In other cases, influential local people might be induced, 
by considerations of both monetary gain and prestige, to become revenue 
farmers, holding their office under the authority of the Imperial power. 
Quite frequently revenue farming would become a hereditary occupation, 
the son receiving the sanad for giant of authority) from the Emperor auto- 
matically after the father’s death. 

The diverse arrangements for the collection of land revenue, described 
above, show that in Mughal India all authority over land and land revenue 
flowed from the Emperor. No individual rights of ownership could be 
claimed by any of the intermediaries, or for that matter even by the culti- 
vators. In the centralised system of government which prevailed in those 
days the Emperor’s will was supreme. He could make or unmake both 
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nobles and peasants. So long as his political power remained dominant, 
his authority in all economic matters also reigned supreme. The only 
recognised limit to his power in economic matters arose from the possibility 
that, with cultivable land still plenty and manpower scarce, severity of 
treatment might lead cultivators to abandon cultivation and excessive taxa- 
tion of trade and industry might deprive the Royal Court of man 9 of the 
luxuries which industry turned out and trade helped to procure from 
foreign countries. 

This eminently practical limit was observed, in the matter of land 
revenue assessment, by the fixation, during the early Mughal period, of one- 
third of the gross produce from land as the share of the State. When the 
land revenue came t*> be collected in cash, it was therefore found necessary 
to fix different cash rates for different crops, the rate being usually stated as 
a certain amount of cash per unit of area. The basic rule of claiming about 
one-third of the produce tor the State, respected a c far a* practicable up to 
the end of Akbar’s reign, gradually lost its force Tgwards the end of the 
Mughal era almost one-half of the gross produce was being claimed by, or 
on behalf of, the State. 1 -* 

By the seventeenth century the bulk of the land revenue of the country 
had come to be assigned to intermediaries of one type or another. These 
intermediaries were, however, hardly left in secure possession and enjoy- 
ment of their rights Their assignments were of short duration and depen- 
ded essentially on the whim of the Emperor. No member of the nobility 
could hope ti. leave his fortune to his descendants, since the fcmpcror might 
exercise his right of escheat. Thus saving and accumulation were at a dis- 
count while hoarding and concealment of property became the order of the 
day. Moreover, as the political power of the Mughal emperor declined, his 
assignees also began to lose their grip on the counts vside. 2 3 In South India 
the assignees had ti) share their revenues with the armed Marat ha hordes 
who established their claim on the revenue by for^e. In North India mem- 
bers of the local nobility began to arm themselves by taking advantage of 
the weakness in the Central administration and drove away State officials 
and assignees from their territories. “The eighteenth century", says More- 
land, “was thus a period when de Jacto possession came to count for much 
more than a title." The Chiefs re-asserled their rights on territories which 
they so long held by paying tribute to the Lmperor. Local officials pro- 
claimed themselves as independent kings. Towards the end of the eighteenth 
century, when the British East India Company attempted once again to 
establish its own centralised revenue administration, it had to contend 
against the claims of this motley crowd of adventurers many of whom 

2. Moreland, op. a'/., p. 135. 

3. Moreland, op. r*7., pp. ISOflf. 
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might not have a valid or long-standing claim to the share of the revenue 
which they were found to administer. 


II 

The Irfdian village has from time immemorial consisted of three classes of 
people: the cultivators, village artisans and dependants. The crops raised 
by the cultivators have been used, after paying the State's revenue claims, 
to remunerate the village artisans for services rendered by them throughout 
the year and to support the needy according to traditional modes of charity, 
the residue being left for the cultivator and his family. The cultivators 
usually organised themselves into a village council, but in some cases spare 
land was allowed to be cultivated by persons not entitled to be members of 
the village council. 4 The latter were in effect tenants of the village cpuncil. 
They were called paikast ryots, while the rightful members of the village 
council were khudkajt. The rights of the paikast group were nowhere 
clearly defined, but it seems that they were liable to ejectment at the end 
of each successive year. In practice, ejectment was rare in the condition of 
the times when land lay waiting for man and extension of cultivation was 
a universal object of desire. 

The village council, referred to above, consisted of a group of cultivators 
who believed themselves to be in kinship and insisted on maintaining a 
separate identity aloof from other groups united by similar ties of kinship. 
The members of the group would cultivate their land separately, but would 
act together in managing the general affairs of the village, almost invariably 
through a Council of Elders. Within the village group there would, how- 
ever, be various subdivisions on family lines. Djscords among these sub- 
divisions were not entirely uncommon. The village organisation performed 
its functions, but it could not and did not produce absolute harmony of 
interest among its members. 

Each village generally had its Headman who would administer the 
general affairs of the village on behalf of the group, arrange for collection 
of dues towards charity and religious endowments, and, most important 
of all, haggle with the revenue assessors regarding the village’s dues towards 
the State. There have been Headmen who have incurred the displeasure 
of the State by insisting too much on the rights of their co-villagers. On 
the other hand, there have been crafty Headmen who have deceived both 
fellow villagers and the State by realising a larger amount from the former 
while bargaining for a smaller amount with the latter. During the period 
of disintegration of the Mughal Empire some of these Village Headmen 
could, in favourable circumstances, establish their authority over their co- 
villagers and proclaim themselves as hereditary chiefs. 


4. Moreland, op. c/7., p. 161. 
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Urban industry mainly catered to the needs of the Emperor and members 
of the Imperial Court. A certain portion of luxury production was exported. 
It was customary for the Royal Court to organise its own palace-workshops, 
called Karkhanas , so that an absolute control over supplies could b # main- 
tained. Bernier, the French physician who visited India in the middle of 
the seventeenth century, saw inside the Emperor’s fortress “large halls., .or 
workshops for the artisans. In one hall embroiderers (were) busily employ- 
ed, superintended by a master. In anothei.. .goldsmiths; in a third 
painters; in a fourth varnishers in lacquer work; in a fifth joiners, turners, 
tailors, shoemakers; in a sixth, manufacturers of silk, brocade and fine 
muslins.” The artisans would work in their respective workshops from early 
morning till evening and receive as their remuneration a fixed amount per 
day. 'they were treated rather harshly by their superintendents ( daroghas ) 
and their remuneration was generally small. The aristocracy of the Mughal 
empire w&nted to have their luxuries at a favourable price and did not 
hesitate u: use powerful pressure on the poor artisans. In this environment 
the artisan could hardly be expected to develop his skill in new directions. 
Yet, under suitable patronage, art and industry flourished on a scale which 
was the envy of many travellers from Europe and the Far East . 5 

Apart from these State factories there were also skilled artisans working 
on their own material and selling their wares in the outside market. The 
market for luxury goods was, however, extremely narrow and unless an 
artisan received the support of the Emperor or some local Chief he could 
hardly eke out his living. In fact, prosperity was confined to such a small 
section of the people that industrial grow th remained too dependent on the 
fortunes of the Royal £ourt. Decline of royal power inevitably spelled 
ruin for almost all classes of artisans in the cities. 

There was, however, a different type of industry in a number of towns 
and cities invested with religious sanctity. Places like Banaras, Puri or 
Tanjore have attracted pilgrims from all parts of India and they have patro- 
nised the specialised wares produced in these temple cities. Aitisans turning 
out clothes to be worn on religious occasions or utensils to be used in reli- 
gious functions have generally been able to enjoy an unbroken patronage 
in spite of the decline of royal power and the withdrawal of royal favours. 

The internal trade in industrial products remained limited due to the 
undeveloped nature of road communications, although trade in certain 
staples, such as sugar and salt, was carried on by using navigable rivers for 
their transport. Exchange of products between different parts of the coun- 
try, specially on private account, was further hampered by the imposition 
of a number of internal transit duties. Towards the middle of the eighteenth 


S. Sarkar, Jadunath, Mughal Administration , Ch. X. 


6 Concise History of Indian Economy 


century insecurity of travelling had greatly increased and the free movement 
of goods was possibly being further hampered by an increase in the number 
of tollhouses established by local rulers. 

The English, French, Danish, Dutch and Portuguese traders who had 
started using India as a trading base during the sixteenth and seventeenth 
centuries suffered from this insecurity as much as any other traders. Their 
primary concern at this time was to safeguard their trading settlements 
against the prevailing insecurity and to maintain the profits of their respec- 
tive Companies. The English East India Company had, in 1698, acquired 
possession of some land in and around Calcutta. It was in connection with 
building up the defences of theft factory in Calcutta that the East India 
Company came into conflict with the then Nawab of Bengal, Siraj-ud- 
Dowlah. 6 The story of British ascendancy in India begins with the battle 
of Plassey (1757) which the British won under the leadership of Robert Clive. 
Their victory in this important battle gave the British the dc facto right of 
installing in Bengal a* Nawab of their own choice and subsequently of 
carving out for themselves a position of importance at the Imperial Court 
in Delhi. 

In Southern India also, at about the same time, the British traders 
actively participated in disputes emerging within ruling dynasties over claims 
to succession. Very often the intervention of the foreign traders in such 
disputes was simply an Outcome of their trading rivalries. Sometimes they 
would carry into India the political quarrels that their masters might be 
engaged within their home bases in Europe. The superior fire-power and 
discipline of troops recruited by European (specially British and French) 
trading companies also tempted quite a few short-sighted native rulers to 
seek their help in asserting their own rights in a ‘dynastic dispute. As the 
number of such ambitious power-grabbers multiplied with the decline of 
Mughal power, the scope for foreign intervention in Indian affairs also 
increased. In a series of wars fought in modern Karnataka and Maharashtra 
the British East India Company established its claim to impose its dispen- 
sation on the Deccan Peninsula of India, although native rulers were per- 
mitted to remain in possession of their titles. As British political authority 
extended, its power to uproot traditional economic arrangements and 
institutions also gradually became more formidable. A new era, brighter in 
some respects and darker in many, had now definitely dawned upon the 
people of India. 


6. There were also other causes of quarrel between the Nawab ami the English Com- 
pany. The tendency on the part of English officials to engage m unauthorised trade, the 
conspiratorial nature of the Company’s agents, parleys with the Nawab\ dynastic rivals 
and the insolence perpetrated by the Company by giving shelter in Calcutta to persons 
who had incurred the Nawab's uispleasure were also responsible for the :>howduvvr that 
led to the war at Plassey. See, e.g. y Ram Gopd How the British Occupied Bengal, pp. 72ff. 
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The British East India Company, incorporated under a Royal Charter in 
1600, enjoyed a monopoly of British trade with India and the Far East 
until 1813. It was able to secure a number of trading privileges from the 
Emperor of Delhi and other local rulers in India. Conflicts arose because 
the privileges, granted in good faith, were often abused by the officials of 
the Company. Although in theory the Company, as a body corporate, had 
a monopoly of the Indian trade, its officials did not shrink from trading on 
their own account whenever an opportunity for profitable trade presented 
itself. At # the same time the Portuguese, the Dutch* the Danes and the 
French were also engaged in trading with India. The chief articles of trade 
in this period were cotton and silk textiles, opium, and saltpetre. While 
the British and the French traded mostly in cotton and silk, the Dutch 
appear to have specialised in the opium trade with the Far East. In the 
middle of the eighteenth century the volume of British ‘official' trade with 
India (that is, excluding trade illegally carried on by private British traders) 
exceeded Rs. 30 lakhs per annum. 

The East India Company of British merchants obtained from the 
Emperor of Delhi in 1717 the right of exemption from all duties in respect 
of their authorised trade 1 on payment of Rs. 3,000 per annum to the Imperial 
Court. Taking advantage* of the privileges conferred by this Imperial 
Order the Company's servants began to defraud the Exchequer of even its 
legitimate dues. Very soon this brought the Company into open conflict 
with the local administration in Bengal. After 1 755 there was a rapid 
deterioration in the relations between the British East India Company and 
the Nawab of Bengal. Siraj-ud-Dowlah, the last independent Nawab of 
Bengal, charged the Company with defrauding the State of nearly Rs. \\ 
crorcs by engaging in trade without payment of the usual duties on such 
trade. 

Bengal's prosperity depended in that period largely on her external 
trade. Although she had to obtain some raw cotton from Central India and 
Gujarat, her manufactures enjoyed such reputation in the rest of India and 
in overseas markets that a large amount of bullion used to be imported 

1. As the Emperor's fit man was vaguely worded, controversy eventually arose as to 
whether free trading privileges routed only to articles entering the Company's sea-borne 
trade or whether they extended to internal trade as well. 


7 
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every year into Bengal in payment of her manufactured goods. The 
demand for Bengal’s exportable luxury products did not decline even in 
1750 because, although the splendour fof the Mughal Empire had dimi- 
nished after the invasions of Nadir Shah, the local Chiefs who were set- 
ting up independent courts in different parts of India maintained for some 
time tixe style of Imperial living. After the battle of Plassey, however, a 
great change occurred in the character of demand for Bengal's products. 
The domestic market for special types of luxury products shrank rapidly 
and Bengal’s industry came to depend very largely on the custom made 
available to her artisans by the European (now mainly British) trading 
companies. 

The most important of Bengal’s industries in the eighteenth century 
was cotton weaving. Almost every district in Bengal had its distinct variety 
of cotton piecegoods. The weaver’s establishment usually consisted* of six 
or seven people. Spinning was carried on in almost every rural home. 
There were important centres of trade in cotton products all over the pro- 
vince. Trade appears to have been carried on without the help of an army 
of middlemen and under predominantly competitive conditions. 

Silkworm rearing and the spinning and weaving of silk also provided 
important occupations for the people. Bengal had a number of well-known 
silk-producing centres. Their reputation spread to many parts of Europe 
as the European trading companies exported Bengal’s silk wares to Europe. 
Saltpetre and opium were exported mainly from modern Bihar and Uttar 
Pradesh. After their victory at Plassey the British East India 1 Company had 
no difficulty in obtaining from Mir Jafar, the new Nawab of Bengal installed 
by them, an exclusive right* over saltpetre-bearing lands in Bihar. 

The victory at Plassey also led the British East India Company to flout 
the local administrative rules regarding the conduct of internal trade. The 
officials of the Company now engaged openly, in defiance of the Nawab’s 
officials, in types of trade to which they were not entitled and claimed privi- 
leges and exemptions which had never been granted them. There were also 
instances of predatory behaviour by some Company officials who refused 
to be controlled even by their superiors. What is worse, seeing the British 
traders thus taking advantage of their newly-won power, even native traders 
began to work for the British and thus carry on duty-free trade. One con- 
temporary estimate puts it that the loss in revenue to the Bengal Exchequer 
due to this cause amounted to nearly Rs. 25 lakhs per year. There were 
cases of disturbances of peace as the Britishers’ arrogance came to meet 
the resistance of native traders (who were undersold by British traders) as 
well as of native collectors of taxes. Mir Kasim, who became Nawab of 
Bengal in 1760, repeatedly brought these cases of misuse of power by Eng- 
lish officials to the notice of the Company’s Governor in Calcutta, but no 
redress was received in spite of promises frequently made to punish guilty 
officials. In 1762 the Company adopted some regulations to govern the 
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conduct of English officials by which the Company agreed that officials 
engaging in internal trade were to pay the usual duty of 9 per cent 2 on the 
cost of traded articles. But Vansittart, who thus took the initiative in easing 
the strained relation between the Company and the Nawab, himself became 
a target of attack as the Company’s officials accused him of sacrificing their 
"legitimate’ rights. The regulations thus became a dead letter almosUfrom 
the beginning. The Nawab tried to assert his authority by directing his 
administrative officials to suppress by force all disputes that might break 
out between the British traders and the Nawab's officials. He followed this 
up by announcing that all traders, foreign or native, v\ould enjoy equally 
the privileges of duty-free trade for two years. By this means he tried to 
equalise the conditions of competition between the British and native 
traders as well as to eliminate the root cause of the conflicts that were fre- 
quently occurring in the countryside. The British officials would not take 
this challenge of the Nawab lying down. They argued that the right of 
making internal trade duty-free lay, not with the Nawab, but with the 
Emperor in Delhi. The more vocal section urged the Company to disown 
the Nav^V: authority and replace him by a more docile ruler. In 1764 
Mir Kasim was finally routed by the English m the battle of Buxar. Mir 
Jafar, re-installed as the Nawab of Bengal, agreed to grant to the Company 
all the trading privileges they were seeking. The effect of all these 
conflicts w'as to leave Bengal's trade at the mercy of over-bearing foreign 
traders and their native agents who, now freed from ail restraints, began 
to accumulate huge profits at the expense of the native traders and 
artisans. 

The private trading activities of the Company's officials weie. however, 
adversely affecting the Company's administrative functions which were day 
by day becoming larger as the Company was coming to assume greater 
powers in relation to revenue and judicial administration in Eastern India. 
Emperor Shah Alam’s grant of the Diwani of Benga 1 to the East India Com- 
pany in 1765 not only increased the Company's prestige in this part of 
India, but was also a great financial boon. It enabled the company to 
dispense with the System of importing gold and silver bullion from Britain 
to purchase from Bengal the commodities that it wanted to export. The 
acquisition of the Diwani permitted the Company to Ui»c the land revenues 
of Bengal, Bihar and Orissa for ‘investment' in exportable goods*. In fact, 
bullion even began to be exported from Bengal to pay for The Company's 
purchases in China and elsewhere. At *he same lime the responsibilities 
of revenue administration were pressing hard on the company. The offi- 
cials of the Company were required to give more of their attention to 
revenue affairs. Private trade by the Company's officials in Bengal was res- 
trained to some extent in the years after 1765. But in other parts of India 


2. See Dutt, R.C., t\ anomic History of India , 1757-1337, p. 20. 
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passing into the Company’s sphere of influence (e.g., Oudh) fresh oppor- 
tunities for private trade began to open up. 

By 1767 the value of the Company’s ‘investment’ had reached nearly 
Rs. 60 lakhs. Ten years later it rose to Rs. 1 crore. Almost nine-tenths of 
the Company’s export trade consisted of cotton piccegoods and raw silk. 
With the establishment of a Board of Trade with eleven members in 1774, 
the Company established greater centralised control over its local pur- 
chases. But this did not completely eliminate the opportunities open to the 
Company’s officials to engage in trading on their own account, depriving 
the Company of some chances of earning profits. The loopholes in the 
existing system of the Company’s trade were plugged to a greater extent 
during the regime of Lord Cornwallis who introduced the practice of 
appointing paid commission agents to effect purchases on the Company’s 
behalf. The competition from unauthorised private traders, however, grew in 
course of time as more and more British enterprise turned to reap the profits 
of Indian commerce. These “Free Merchants”, as they were called, often 
used the ships of non-British trading companies to ply their' trade with 
Europe. Their transactions were mainly confined to two commodities, vi 
indigo and opium. 

Dutch and French competition in foreign commerce gradually became 
feeble after 1780. The American War of Independence led to the withdrawal 
of Dutch competition for a period. When the Dutch returned after the war 
to take up their trade activities they found the British Company entrenched 
in its position. The French withdrew after the outbreak of the French 
Revolution. The Danes were too weak to till in the position left vacant by 
the Dutch and the French. ‘Thus, the British Fast India Company became 
virtual monopolists in India’s foreign trade, though some amount of native 
trade still persisted. 

As the powers of the Company increased, its rules or business also 
became more stringent so far as deliveries of goods to its agents were 
concerned. The general system was to make advance payments ( dadan ) 
to weavers and other artisans for delivery of a stipulated amount of goods. 
Any or.e accepting such an advance payment could be prosecuted for non- 
delivery of goods and his stock confiscated. The compulsion to fulfil delivery 
schedules led many an artisan to abandon previous standards of crafts- 
manship. The emphasis shifted from quality to quantity. The weavers in 
particular had by this time been reduced to abject dependence on the Com- 
pany's purchases of cotton pieccgoods which, in the closing years of the 
eighteenth century, amounted, to nearly Rs. 67-68 lakhs. 

The Company faced little difficulty in marketing its exports of cotton 
piecegoods in Eutopc. But its exports of raw silk were not always saleable 
at a profit because of the relatively poor quality of the material. 3 The 

3. Earlier, in 1769, the Company it&clf had decided in favour of raw silk exports from 
Bengal rather than manufactured silk goods. 
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Company, therefore, secured the services of a few Italian experts to improve 
the quality of Bengal’s raw silk. On an average the Company purchased 
nearly Rs. 25 lakhs worth of raw silk every year from Bengal. 

From about 1780 onwards, the East India Company’s export tra^e in 
Indian industrial products came in for bitter criticism from the rising 
industrial interests in England. In 1782 the calico printers in England prised 
objection to the import of printed clothing from Bengal and succeeded in 
getting such imports stopped for four years in the first instance. The Man- 
chester mills eventually succeeded in manufacturing fabrics as fine as the 
well-known Dacca Muslin at a cost nearly 20 per cent cheaper than the 
Indian price. Within about thirty years the Company’s purchases of 
muslin from Bengal totally ceased. Cotton yarn as an article of India's export 
trade altogether lost its ground after 1785. In the closing years of the 
eighteenth century, prohibitive tariffs came to be imposed in Britain on 
Indian cotton manufacturers to encourage the growth of the cotton mill 
industry in Britain. The enhancement of inland transit duties in 1810 
further injured the domestic industry and created conditions favourable 
for the sate or British manufactures in India. The net contraction of sales 
of Indian cloth manufactures between 1813 and 1833 has been estimated at 
Rs. 1.80 crores. 4 The paralysing influence of the inland customs and the 
British tariffs on the Indian cotton manufacturing industry is, however, 
hard to disentangle from the general disability from which the Indian 
weaving industry suffered in relation to the mechanised methods of 
cotton spinning and weaving then rapidly expanding in England. 

The East India Company, always on the defensive against the vocal 
industrial interests of Great Britain, had little long-run interest in India’s 
industrial future. Anxious only to safeguard somehow its commercial 
profits, the Company tried a number of measures to introduce articles 
other than cotton goods in its home-bound cargo. Articles like raw cotton, 
sugar, indigo, flax and jute reccned the Company’s attention at this stage. 
The British demand for raw silk increased after 1807 due to Napoleon’s 
blockade of exports of raw silk from the European mainland (mainly, Italy) 
to England, and for some years increased raw silk exports compensated to 
some extent for the declining exports of cotton piecegoods. Indian silk, 
however, was subject to a heavy import duty in England; the Company’s 
trade arose largely from the demand for printed Indian silk goods in France 
and other European countries. The printing was often done by workers in 
England on imported silk goods from India. 

Exports of sugar by the Company gave an impetus to sugarcane cultiva- 
tion in the early years of the nineteenth century. After a period of falling 


4. Trevelyan, C., Report upon the Inland Customs and Toe. n Dunes oj the Bengal 
Presidency (1835). 
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-exports during the Napoleonic Wars, Indian sugar recovered its market 
in Europe. But subsequently competition , from the West Indies sugar 
plantations virtually eliminated Indian exports of sugar to the countries of 
Europe and Africa. 

Indigo acquired a great importance as an article of export as cloth 
exports declined in the early years of the nineteenth century. Between 1800 
and 1830 exports of indigo from the Calcutta port increased almost three- 
fold. Indigo could be produced cheaply in the delta regions of lower Bengal 
and in Bihar. There was a huge profit to be reaped from the cultivation of 
indigo as its European price was rising fast during that period. The indigo 
planters in Bengal and Bihar, in order to make their profits doubly sure, 
entered into rigid contracts with the cultivators of the crop, forcing them 
to plant indigo in preference to other crops but offering them little induce- 
ment in return. The relation between the owners of indigo factories and 
the cultivators of indigo became extremely strained as a result. 

Opium, grown in Bihar, was exported almost exclusively to China. The 
sales of opium expanded more than three times between 1800 and 1834-35. 
In both the indigo and the opium trade private traders played a relatively 
prominent part, while the trade in such staples as cotton, silk or sugar was 
almost exclusively in the hands of the Company. 

In the early years of its Indian trade the East India Company generally 
utilised the services of Indian agents and middlemen who were called 
banians. The officials of the Company as well as foreign private traders 
relied on these native agents for market information as well as for a part 
of their trading capital. But towards the end of the eighteenth century an 
important change began to occur in the organisation of foreign trade. 
Many of the ex-traders now set up themselves .as Agency Houses in Cal- 
cutta and Bombay and offered their expertise as well as financial services, 
if required, to other merchants engaging in either internal or foreign trade. 
These Agency Houses secured capital for their business from the Company's 
officials who, now unable to engage in trade on their own account, entrus- 
ted their savings with the Agency Houses for a consideration. The Agency 
Houses played an important part in financing indigo and sugar factories, 
controlled the shipping trade, set up banks and insurance agencies and 
entered into the bidding for government contracts. They also invested in 
Government securities both on their own account and on behalf of their 
clients. They had occasionally to borrow funds from the Indian money- 
lenders and traders and could count on the Company’s support when they 
needed it. Some Agency Houses occasionally came to grief v by making 
unsuitable loans. But generally they were prosperous until all of them were 
shaken to the foundations by the disastrous fall in the price of indigo in 
the late 1820s. The Company’s Government sought to retrieve the position 
of the Agency Houses by various methods, including measures to compel 
the cultivators of indigo to part with their crops even on unfavourable 



Trade under the East India Company 1 3 


terms. But with indigo prices falling continuously none of these devices 
succeeded in checking the total ruin of the Agency Houses. 

Towards the end of the eighteenth century a new trade rival to the East 
India Company appeared on the scene. The first ever American ship to 
touch Calcutta came there in 1785. By 1797 American trade with India had 
become so^onsiderable that British merchants, for ever critical of® the 
Company’s monopoly of the Indian trade, now began to cite the American 
intrusion into the Indian market as an argument in favour of ending the 
Company’s trading monopoly. There was considerable demand for medium 
quality indian cotton goods in the American market. But the Anglo-Ameri- 
can War of 1811-12 checked the further development of American commer- 
cial relations with India. After the Charter Act of 1813 British private 
traders were able to enter the Indian trade in larger numbers. British freight 
rates weje reduced and preferential treatment came to be accorded to British 
shipping at the Indian ports. Direct trade between America and India 
gradually dwindled into insignificance. The American market was also 
protected against Indian goods by the imposition of high import duties on 
cotton piecegoods from India. In the markets of the West Indies, served 
by American traders, cheaper British cotton piece-goods replaced those 
imported from Bengal. 

In the middle of the 18th century about 50 to 60 ships used to come to 
Bengal yearly to carry the export cargo. By the end of the century the 
number of ships coming to Calcutta from Europe had risen to 300. After 
1813, when private traders were allowed to operate in the Indian trade 
without any ‘restriction, the volume of trade increased further. But the 
character of exports changed. Exports of cotton manufactures and sugar 
fell rapidly in the early years of the nineteenth century, while foodstuff's 
and industrial raw materials came to occupy a more prominent place in 
Indian exports. Imports largely consisted of Lancashire textiles, metals and 
mineral oils. 

After- the British victory at Plassey there developed a tremendous 
pressure for transfer of funds to Europe by Europeans in Bengal. The funds 
obtained by way of plunder or illegal gratification or from the profits of private^ 
trade were remitted to Europe by purchasing bills drawn by exporters 
in India or by sending out bullion and precious stones. The favourable 
balance of trade which emerged after 1770 was thus simply the counterpart of 
the pressure for remittance of funds. An estimate by the late Dr. J.C. Sinha 
put the outflow of resources from Bengal between 1757 and 1780 at 
nearly £38 million. 5 By the third decade of the nineteenth century not 

5. Sinha, J.C., t\ onomic Annuls of Bengal, pp. 51 -52. 

Dr. Sinha’s estimate was made up as follows: East India Company’s remittances to 
England between 1757 and 1765, £2 million; Company’s profits on exports and from sale 
of bills on England, £ 10 pillion: Exports of silver to China on Company’s account 
between 1757 and 1780, £2.4 million; and purchases of bills by traders on non-British 
companies for the sake of remittances to England, £2 million. Total: £38.4 million. 
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only had the exports of traditional manufactures been virtually wiped out 
and imports of foreign-made goods increased; what is worse, funds for the 
development of new forms of manufacturing enterprise, made possible by 
the burgeoning technology of this period, had been drained off to England 
where industry and commerce were now flourishing as never before. 



3 

The Economic ‘Drain’ from India 


The transfer of resources from India to England and other countries of 
Western Europe which began in the middle of the eighteenth century has 
been described by many economists as a ‘drain’ on Indian lesourccs. Attempts 
have been made from time to time to measure the extent and assess the 
effects of this drain. The most notable attempt in this regard was made by 
Dadabhai Naoroji in 1871 in his study entitled ‘Poverty and Un-British 
Rule in# India', where he not only tried to quantify the magnitude of the 
‘drain* but also sought to prove that mass poverty m India was a direct 
consequent^ of the drain. H was in this connection that Dadabhai was led 
to draw' u. first estimate of India's national product. 

Unlike those parts of the British Empire, !*ke Australia or Canada, 
which had been settled by emigrants from England, India did not receive 
any large influx of foreign enterprise or foreign capital. It is true that after 
1813 restrictions on the settlement of Englishmen in India had been consider- 
ably relaxed, but by that time the direction of British migration had taken 
a different com so. Thus India was left to develop her own resources largely 
through her own export earnings, while a substantial part of her accumulated 
capital funds found its way to Britain by way of tributes, plunder, profits 
from unauthorised trade and at a later period as interest on loans incurred 
by the British Government in India loi the very p lrnose of extending 
British dominions in this country. The civil servants and military officials 
sent out from Britain enjoyed a salary scale, specially after 1787-88, which 
was too high in relation to average Indian incomes and remitted most of 
their savings to the mother countrv. For all these reasons the inflow' of 
bullion from Europe to India dwindled after the middle of the eighteenth 
century. By 1770 India, with her favourable balance of trade over a succes- 
sion of years, was beginning to fit the classical economists* description of 
a chronically indebted country. 

As the East India Company came into the possession of India’s terri- 
torial revenues, these could be used +*>r making purchases of exportable 
items in India and elsewhere. Thus “profit-making through trade became 
integrated with administration which also became an instrument of profit- 
making*'. 1 The ‘drain’ mostly took the form of an unrequited export of 
goods, not an export of bullion. The ‘surplus’ of India's production was 

1 . Ganguli. R.N., r adahhai hlooroji and the * Drain Theory . 
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skimmed off as a tribute to the newly acquired political power of the East 
India Company. There were also other calls for remittance of funds from 
India — from private traders engaging in inland trade, from civil servants 
makihg their fortune of a life-time and from top officials of the Company 
who were not above illegal gratification. All this demand for remittances 
could be met in an ordinary year by drawing bills on the trading companies 
and did not generally call for an export of bullion from India. In the absence 
of reliable data it is not possible to say to what extent remittance items 
figured in India's balance of payments at that time. The drain on the East 
India Company’s account has been estimated at £3 million per annum, but 
the drain of resources on account of the private remittances remains to be 
estimated. Dadabhai himself believed that in the forty-year period between 
1788-89 and 1828-29 the amount of resources transferred to Britain from 
India was no less than £1,500 million. 2 » 

In the 50-year period before 1757 the British East India Company 
appears to have imported goods worth about £6.8 million and English coins 
worth about £20 million. After 1757 the inflow of bullion fell off. There 
were periods, for example between 1777 and 1787, when there was, in fact, 
a substantial outflow of bullion from India to finance the Company’s ‘invest- 
ments’ in China. Outflow of bullion continued off and on until the opening 
years of the nineteenth century. 

Between 1801 and 1863 there was, according to Dadabhai, a net influx 
of bullion into India amounting to £234.35 million, but this was relatively 
a small amount compared to India’s tremendous export surpluses during 
this period. After 1864 the inflow of bullion was accelerated by the huge 
export surpluses India enjoyed for some years owing to the American 
Civil War. At about the same time British money was also flowing into 
India in the form of Railway loans. But the bullion imported throughout 
this period did not. contrary to popular European opinion, go to swell 
Indian gold and silver hoards. Gross coinage expanded between 1801 and 
1869 by over £266 million. The import of bullion could not be regarded 
as a symptom of capital accumulation in India. On the contrary, the drain 
went on unhindered impoverishing the country and enriching England at 
India’s expense. 

As conceived by Dadabhai, the economic drain from India arose out of 
the following items: 3 

(a) remittances to England by European employees for the support 
of families and education of children - -a feature of the colonial system of 
administration ; 


1‘. ”5 h«?s )* broad} of the same order as Wiltons U.gby\, estimate thru the drain 1’iom 
British Bidia. between 1757 and the battle of Watciioo uouiu he somcwhcie between £500 
arid £ 1,000 million. See Oigby, V/., osperous British India, 1902. 

?. Ganguli, B N., op. at. 
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(b) remittance of savings by employees of the Company, since most 
employees preferred to invest at home ; 

(c) remittances for the purchase of British goods for. the consump- 
tion of British employees, as well as the purchase by them of British j£>ods 
in India; 

( d ) government purchase of stores manufactured in Britain; and 

(e) interest charges on public debt held in Britain (excluding interest 
payments on railway loans and other debts which might have been incurred 
for productive works). The net surplus on current account usually co- 
existed with some net inflow on the capital account. After 1801 India was 
importing silver bullion not only in payment for her trade surplus but also 
to supply the domestic demand for a convenient means of payment. In 
later years import of capital for the railways, irrigation works and other 
capital development projects took the form not only of imports of capital 
goods, but also resulted in some inflow of silver. Such capital imports, 
therefore, helped in maintaining the balance of payments in equilibrium 
whenever tfie current account surplus tended to fall short of the aggregate 
unilateral luuibfcr from India which was described as the ‘drain’. But Dada- 
bhai did not let his analysis stop at this point. He traced the source of the 
capital inflow into India to the ‘drain' of resources itseif. It was the uni- 
lateral outflow from India that re-appeared as a capital inflow; the inflow 
did not represent any genuine transfer of resources from England to India. 
In fact, the capital inflow added to the burden of the so-called ‘home charges’ 
in subsequent years and indirectly produced the consequence of draining 
out more resources from India. All the above remittances were basically 
responsible for the surplus of exports in India’s external trade. Between 
1814 and 1865 the aggregate export surplus, as computed by Dadabhai, 
amounted to £350 million. 

India’s continuous export surplus was in sharp contrast with the 
import surplus which colonies like Australia or Canada ran with Britain. 
Australia, for example, imported during 1856-67 goods and bullion worth 
£309 million and exported goods valued at £268 million. Canada’s exports 
and imports during the same period were respectively £120 million and 
£148 million. Heavy imports of Biitish capital into these colonies gene- 
rated employment and income, while India's meagre stock of capital 
was being drained away in the form of unrequited exports, depriving Indian 
agriculture and industry of much-needed imports of equipments. During 
the pciiod 1856-67 India's exports, including treasure, amounted to 
£456 million, while her imports w'ere estimated at £419 million. 
These imports included the value of railway equipments obtained by way 
of loan from Britain, the value of such loan being £72 million. Dadabhai" 
recognised of course that Indian railways had been constructed with British 
capital, but the benefits produced by the railways were not very clear in 
the early years when the government was being called upon to make good 
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the losses of the railways from its tax revenues. As L.H. Jenks pointed out r 
the railways in India did not give rise to a flood of satellite innovations and 
probably destroyed more employment opportunities than they opened up. 4 
Whatever foreign loans India had incurred till that period created only the 
vicious circle of repayments and more foreign borrowing for balance of 
payments reasons. Foreign borrowing had hardly promoted any domestic 
development such as had been experienced in other British colonies. 

According to Dadabhai, the external drain described above had its 
counterpart in an internal drain — the transfer of purchasing power through 
taxation from the poverty-stricken rural masses to the richer urban centres. 
The transferred amount, barring a certain leakage by way of affluent con- 
sumption in the urban areas, formed the unrequited exports which made 
up the external drain. Since the transfer of Indian administration from 
the East India Company to the British Crown, Dadabhai pointed out, 
public expenditure had increased from £32 million (in 1856) to £49 million 
(in 1870-71). A substantial part of this increased expenditure was being 
met by increasing the tax on salt — a highly regressive form of taxation. One 
of Dadabhai’s calculations showed that nearly 75 per cent of the tax 
revenues of the Government of India was derived from sources that impinged 
on the poor masses of the country. On the public expenditure side, while 
only 15 per cent was spent on welfare services for the people, the costs of 
defence and the maintenance of internal order accounted for nearly 60 per 
cent of the government’s total expenditure. 

Dadabhai was sharply critical of the existing public debt policy of the 
Government of India. Much of the public debt was frankly ‘political’ in 
character, being the result t)f the wars waged by Britain for the annexation 
of different parts of the Indian Empire. The amount of such political debts 
was roughly estimated at £100 million. Another source of iniquity was 
the practice of charging the entire expenditure of the India Office to the 
Indian budget. By way of contrast it was pointed out that the expenditure 
of the Colonial Office was debited to the United Kingdom and not to the 
colonies. 

With the increase in public debt interest charges were also on the increase. 
Taxation imposed to meet this burden was highly regressive. The average 
tax burden in India, according to Dadabhai, was 14.3 per cent of income 
(in 1886) while in a much more prosperous country, England, the burden 
amounted to only 6.92 per cent of income. The tax system was made more 
oppressive by the fact that little was returned to the tax payer in the form of 
government services and welfare activities. 

The ‘drain’, as conceived in Dadabhai’s writings, was taking place 
not only in the form of commodities or capital. There was also an imper- 
ceptible drainage of human skill since industries were being killed one 


4. Jenks, L.H., article in Journal of Economic History , 1944. 
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after another by unimpeded foreign competition and people were being 
forced to fall back on a primitive system of agriculture. The British con- 
nection had given to India nothing but a one-sided flow of resources from 
India to England: that was the sum and substance of Dadabhai’s teaching. 
To anyone pointing out what the British had done for opening up new 
opportunities for Indian agriculture, Dadabhai would simply reply fhat the 
agricultural exports were only the vehicle through which resources flowed 
out from India. Another achievement of British rule often pointed out was 
the construction of the railways. But Dadabhai was not prepared to con- 
cede that the railways had conferred any substantial benefit on the Indian 
people. On the contrary they had increased the country’s external obligations 
and to that extent were responsible for adding to the size of the ‘drain’. In fact, 
most Indian public men of the nineteenth century looked upon the ‘drain’ of 
resources as imparting a mortal blow to the prospects of long-period develop- 
ment of the economy. Not only were valuable material resources transfer- 
red away # to England, but the shock to the economy paused by such transfer 
also checked the growth of commercial and industrial enterprise, damaged 
the inclination to save and invest, and encouraged the tendency to build 
up idle hoards. All this implied that traditional techniques of production 
got a longer lease of life in the country. England's march forward to a 
new era of industrial development would certainly have been slower if it 
was not sustained by the ‘bleeding’ of India in the form of resources trans- 
ferred without adequate recompense for the sacrifice. 
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Revenue Administration under 
the East India Company 


After the British victory over the Nawab of Bengal in 1757 the entire inland 
revenue system of the Nawab was disrupted by the widespread practice of 
East India Company’s officials and their Indian agents to carry on trade 
without paying the prevailing internal transit duties. They also played a 
significant part in distorting the domestic manufacturing system by arbi- 
trarily laying down quotas and qualities of production and imposing f a sort 
of bond-slavery on skilled artisans, specially, weavers. Uncertain and 
excessive exactions a'lso adversely affected the agricultural clashes. 1 

An agreement between the then Nawab of Bengal, Mir Kasim, and 
the local agents of the East India Company in 1762 to set a limit to the 
licentious behaviour of the Company’s officials was set aside almost as 
soon as it was entered into. The Nawab reacted to this somewhat impul- 
sively by abolishing ail internal transit duties for both native and foreign 
traders. The result was a series of wars between the Nawab and the Com- 
pany’s troops in w’hich the Naw'ab was defeated. He was deposed in July 1763. 

In 1765 the East India Company again issued orders to stop the un- 
authorised internal trade carried on by their officials. That very year the 
Company received from the Mughal Emperor of Delhi a finnan making 
them the Diwans (revenue farmers) of Bengal in return for an annual tribute 
of Rs. 26 lakhs. The gross revenue of the Company, apart from trading 
profits, was estimated by Lord Clive himself at Rs 2.5 croresper year. 2 The 
surplus to be remitted to England, after meeting all expenses and tributes, 
would amount to Rs. 1.22 crorcs of Sicca Rupees. 

Lord Clive was determined to maintain the Company officials' mono- 
poly in respect of the internal trade in salt, betel-nut and tobacco, though 
in other respects he adopted measures to keep such unauthorised private 
trade in check. 

The Company had got into the revenue farming business in 1760 when 
three districts of Bengal (Burdwan, Midnapore and Chittagong) had 
been assigned in their favour by the then Nawab of Bengal, 3 M»r Kasim. 

J. Dutt, R.C., The Economic History of India , 1757 1837, pp. 18 19. 

2. Dutt, R.C.. op. cit. t p. 26. 

3. In 1759 the Company was recognised as zamindar cf 24-Parganas. The Company 
directly administered this estate, whereas the 1760 assignment gave rise to an indirect form 
of administration which foreshadowed the subsequent Permanent Zamindari settlement. 
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Although the deed of assignment granted to the Company provided for 
maintaining intact the rights of hereditary revenue-collectors (zamindars) 
in these districts, these rights were in practice ignored and estates were 
put up for auction to the highest bidders. This kind of practice paved the 
way for the emergence of a class of speculators and rack-renters while 
many of the traditional zamindars were forced to sell off their estetcs. 

The Diwani rights acquired from the Mughal Emperor in August 1765 
immediately gave rise to the problem of finding out the best method of 
collecting the revenue. Experiments for finding out what the land will fetch 
were made by giving out land on lease by open auction for one to three 
years at a time. But it was not long before the Company’s officials dis- 
covered that these speculative bidders for revenue-collection rights would 
very often run into heavy arrears and there were few methods by which 
they could be made to clear off their dues. At the same time, in order to 
fulfil their commitment* to the East India Company, these short-period 
lease-holders would squeeze the tenants in every possible way without caring 
for the future effects of such harassment on the mo*rale of the cultivators 
or tlu, :*Undurds of cultivation. A sentiment grew among a certain section 
of the Company’s officials that the traditional zamindars, who were here- 
ditary farmers of revenue and local administrators of civil law under the 
Mughals, should receive preference of treatment in any system of revenue 
farming. Following this line of thought Warren Hastings’s government 
entered into five-year farming arrangements in 1772 mostly with local 
zamindars. But since the actual revenue-yielding power of the territory was 
still an uncertain magnitude, the system of public auction of estates con- 
tinued side by side. In the years following the great Bengal Famine of 1770 
(Bengali sal 1176) many estates changed hands at rather inflated prices, 
since crop prices had reached unprecedented heights. Subsequently, when 
crop prices fell owing to bumper harvests the revenue burden turned out 
to be excessive. Unable to meet their obligations to the Company, the 
short-lease revenue farmers applied the screw on the cultivators once more 
with the result that by 1780 about one-third of the sown area of Bengal 
was reported to have gone out of cultivation. 

In the early years after the assumption of Diwani rights the Company 
was careful to maintain the appearance that it administered the revenues 
on behalf of the Mughal Emperor. But by the time of Warren Hastings 
the Company’s authority began to be asserted in clear and unmistakable 
terms. Certain vestiges of Mughal rule, however, continued to linger until 
1803 when the East India Company openly asserted its supreme authority 
by de-recognizing the Mughal Emperor. 

In 1765 the revenue administration was placed under a native official 
of high* status, the Naib Diwan, who was to be supervised by a British 
official called the Resident of the Durbar. The Resident was to be under the 
control and regulation of the Select Committee functioning from Calcutta. 
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The Naib Diwan (Mohammed Reza Khan) in order to satisfy the 
new masters of the country’s destiny directed his subordinates to make 
larger demands on the revenue farmers in the province. Customary res- 
traints on the enhancement of the land revenue were largely ignored. In 
1769 it was decided to nominate junior European servants of the Company 
as Supervisors of Revenue in the principal centres of revenue administration. 
They , were to supervise the native amils (collectors of revenue from the 
zamindars) and to draw up an account of the state of cultivation in the 
areas under their charge so that fair revenue could be fixed. But partly owing 
to their inexperience, partly owing to the prevalence of corruption among 
the Company's junior officials and partly owing to lack of co-operation 
from the native revenue staff, this move failed to produce the desired results. 
Many of the English Supervisors of Revenue were more interested in pro- 
fiteering at the expense of the native trader than in improving the revenue 
collection for the Company’s benefit. p 

In July 1770 Councils of Revenue came to be formed at Murshidabad and 
Patna and in 1771 a Comptrolling Committee of Revenue was set up** in Cal- 
cutta. The latter took over from the Select Committee the function of supervis- 
ing the province’s revenue administration. In 1772 the office of the Naib Diwan 
was abolished and the Company decided, under instruction from its Court 
of Directors in England, to assume sole charge of the revenue administra- 
tion. The Supervisors of Revenue came to be designated as Collectors and 
the revenue treasury was removed from Murshidabad to Calcutta. Two 
years later the Collector’s post was abolished and five Provincial Councils 
were set up at Calcutta, Murshidabad, Burdwan, Dinajpur and Dacca 
to look after the revenue administration. Each Council consisted of five 
members and had attached to it the post of a Diwan who would be a native 
official. The work of the Provincial Councils came to be regulated by a 
Revenue Board consisting of all the members of the Council ai Eort William, 
Calcutta. In 1781 the system of Provincial Councils- in its turn was given 
up and the old system of administration by Collectors was restored. The 
Revenue Board was replaced by a Committee of Revenue constituted by 
five senior servants of the Company. In 1786 this body came to be desig- 
nated as the Board of Revenue. All these changes, however, failed to 
improve revenue collection to the satisfaction of the Company’s Directors. 
Balances of revenue continued to accumulate. Many of the revenue farmers 
came to be lodged behind prison bars for failure to meet their commitments 
but this did not improve the realisation of revenue. Not being “men of 
substance and character,” many of them were not inclined or able to buy 
back freedom with money. 

The enhancement of the revenue burden on the zamindars of Bengal 
appears to have commenced since the days of Mir Kasim who was anxious 
to collect as much revenue as possible in order to prepare for a decisive war 
with the British usurpers. His policy of ignoring the traditional usages in 



Revenue Administration under the East India Company 23 

respect of revenue rates was continued and even intensified by the Company 
and its agents after 1765. In the terrible Bengal famine of 1770 the pressure 
of the enhanced revenue demand proved so disastrous that many zamin- 
dars and farmers fled the land and much land went out of cultivation 4 As 
zamindaris came to be put up for public auction under the British, many 
adventurers came forward hoping to make a profit, even if for i* very 
short term, by rack-renting the cultivators. The abuse of the system of 
revenue farming, combined with public auction of zamindaris, was so great 
that the Company found it necessary to introduce in 1772 a system of ‘Five- 
Year Settlement’ of revenues giving special preference to zamindars in the 
settlement of revenues. But so long as outsiders could bid for farms with- 
out any clear idea of their revenue-yielding capacity, defaults of revenue 
could not be altogether avoided. Yet some zamindaris were distinctly pro- 
fitable jnd many of these highly profitable farms came to be acquired by 
senior servants of the Company, in the name of Indian agents, to the detri- 
ment of the interest of the traditional zamindars. 

The Five-Year Settlement was abandoned in 1777 and for the next 
twelve years Annual Settlements became the practice. In these Settlements 
also preference was given to the zamindars and a standard assessment of 
revenue was made on the basis of the net revenues received into the treasury 
during the preceding three years. Fvcn this method of assessment proved 
to be excessive in many cases since, as noted above, high prices after 1770 
had given an upward bias to all farming agreement terms. 

Permanent Settlement in Bengal, Bihar and Orissa 

As early as 1772 Warren Hastings had expressed the view that settlement 
with the zamindars was the only way out of the chaos into which the Com- 
pany’s revenue administration had fallen. He was in favour of settlement 
for a fairly long period, ‘Tor a life or two joint lives". Philip Francis, 
Hasting’s main antagonist in the official hierarchy at that time, was in favour 
of making the zamindari settlement unalterable for all time since, in his view, 
“the Government could not descend to the level of the ryots." In spite 
of their differences on many points, both of them agreed that the traditional 
zamindars were the natural leaders of the local communities in which they 
lived and that outsiders would not be inclined to protect the interest of the 
ryots to the same extent as the zamindars would do. 

After tbe experiments of the five-yeai ./ and shorter revenue settlements 
most of the Company's officials came round to the view that a relatively 
permanent land settlement was the need of the hour. The Court of Directors 

4. One important reason for the enhancement of the revenue burden was the system 
cf najai which required the survivors after a natural disaster ( e.g famine) to make good 
the loss of revenue due to the death or desertion of fellow-villagers. 
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of the East India Company and the British Government which, by Pitt’s 
India Act of 1784, had assumed considerable control over the Company, 
now wanted revenue farming experiments to stop. Lord Cornwallis came 
out to India as Governor-General in 1786 with specific instructions to 
give effect to this policy. He himself also believed that only by making a 
once-for-all settlement with the native zamindars regarding the land revenue 
could the Company's limited administrative resources in India be freed 
for other and more important tasks. 

Cornwallis was interested primarily in securing a guaranteed income 
for the Company. He was aware that this would involve a foregoing of the 
Government’s share in the enhanced income from land in future. But he 
was confident that the loss could be made good by duties on trade anil 
commerce which would flourish if agriculture became more prosperous. 
He could have little interest in the fate of the traditional zamindars of the 
country. Rather he wanted land to pass into the hands of the more vigo- 
rous commercial classes of the country who would then spare no resources 
to bring the waste lands into cultivation and thus usher in an Agricultural 
Revolution in the country in the same way as British landlords had done 
in England. As for the rights of the ryots against the zamindars. Cornwallis 
thought that he could leave them to the zamindaiV good sense. So long as 
uncultivated land remained to be taken up, the zamindars, he believed, 
would never drive out ryots or rack-rent them. He had no doubt that zam- 
indars would grant written deeds of agreement (puttas) to their ryots and 
any violation of the terms of the deeds would be promptly referred by either 
of the parties to the agreement to the law courts which his government was 
speedily setting up in different parts of the country. With hi^ aristocratic 
background and his eighteenth-century rationalist outlook Cornwallis 
could foresee neither the disability of a ryot to file law-suits nor the failure 
of the courts to dispose of cases in time! 

Sir John Shore, who had greater experience than Lord Cornwallis in 
Indian revenue matters, advised a certain amount of caution in making 
the revenue settlement permanent without first undertaking a comprehen- 
sive enquiry into rent levels, agricultural incomes and other relevant matters. 
His advice did not receive the attention it deserved. In 1789 Lord Corn- 
wallis’s government entered into Decennial Settlements with the zamindars 
of Bengal, Bihar and Orissa, with the provision that the current rate of 
assessment could be made permanent later with the approval of the Court 
of Directors. This approval was received in 1792. The Court of Directors 
instructed the Government of India to convert the actual revenue collec- 
tion of 1789-90 into a permanent demand on the zamindars. 

The Permanent Settlement was announced on 22nd March, 1793. The 
revenue demand on zamindars was fixed at 9/10ths of the rent which they 
were assumed to collect. Since the latter amount was unknown, it is difficult 
to say definitely whether the revenue assessment of 1793 was too burdensome 
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on the zamindars, as some have claimed. 5 The real hardships of the 
system arose from the severity with which defaulters of revenue were treated. 
The zamindars were made liable for the punctual payment of their instal- 
ments of revenue into the Company’s treasury. Any failure to discharge 
their obligation would immediately result in the sale of such portions of 
their estates as would be necessary for the realisation of their d*ies. To 
enable the zamindar to collect his dues from the ryot he was armed by 
Regulation VI l of 1799 with the powers of putting his tenants in a lock-up 
for non-payment and of selling off their personal chattels for the realisation 
of arrears of rent. Regulation V of 1812 to some extent sought to reduce 
the abuses of the unlimited power of distraint previously conferred, but the 
legal protection afforded to ryots against the zamindar's powers was totally 
inadequate. 

pierc was at this time no definite record of rights to which the ryot (the 
actual cultivator) could turn in case of enhancement of rent or eviction* 
What made the situation more grave was the power conferred on buyers 
of zamindaris in auction sales to terminate all previous agreements. Eviction 
of settled farmers became a common occurrence and rent levels were enhanced 
in violation of established usage. Lord Cornwallis’s assurance that zamindars 
would grant a written patta clearly stating the terms of tenure to every 
cultivator, was ignored by the local administration. The exactions of the 
new zamindars became in most cases entirely arbitrary. Quite often the right 
of rent collection would be relegated to subordinate agents who would 
then impose their own assessment on the ryots. Zamindari estates came 
to be purchased in auction by city-dwelling commercial interests, as 
Cornwallis had envisaged, but they hardly invested new capital for the 
improvement of land. In most cases, they would leave the collection of 
revenue to the previous owners, now functioning as patnidars under the 
new zamindar. 

The demand for cultivable land was going up in the early part of the 
19th century for more than one reason. The relatively settled condition 
of the country and freedom from major dynastic conflicts were perhaps 
responsible for a somewhat more rapid growth of population in the country. 
The displacement of handicraft products by machine-made goods obliged 
many artisans to bid for land on any terms. In response to this enhanced 
demand for land, eviction of existing tenants paying lower rents became 
quite frequent. The value of zamindari estates also rose markedly. Values 
fetched at auction by such estates during 1813-14 were about twenty times 
their average value during 1790-93. 

5. In fact zamindars whose territories were already thickly populated suffered under 
the system. Zamindars living in remoter areas benefited from the current under-assess- 
ment of their lands. 
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Revenue Administration in Other Presidencies 

In South India the struggle for power between the British and the French 
ended ip the former’s favour with the signing of the Peace of Paris in 1763. 
Although the Nawab of the Karnatic remained as the visible power, British 
authority reigned supreme. A part of the Nawab ’s revenue was assigned to 
the British for affording him military protection. The British demand 
increased as the years passed, and the poor Nawab was forced at first to 
borrow from British creditors and finally to deliver up to his creditors the 
right to revenue. The cultivators thus passed from the rule of the Nawab's 
agents to the rule of the British moneylenders. 

In the Northern Circars (the north-eastern region of today’s Andhra 
Pradesh) a five-yearly settlement was made in 1 778 with the zamindars, the 
level of revenue being about two-thirds of the gross collections of the zamin- 
dars. In 1777 the Court of Directors of the East India Company directed 
that a Committee of Circuit should be appointed to inquire into the gross 
revenues of the region and the rights of zamindars and cultivators. The 
Committee was set up, then disbanded, but restored in 1783, it continued 
its work until 1788. Permanent Settlement of the Bengal type was generally 
extended into the Northern Circars between 1799 and 1802. Territories 
acquired in the South after the Company’s war with Haidar Ali were how- 
ever settled on a different basis. The Ryotwari Settlement in the South is 
associated with the name of Sir Thomas Munro, just as the Permanent 
Settlement in Bengal is associated with the name of Lord Cornwallis. 

Over the period 1807-20 there was a continuous debate regarding the 
relative merits of (a) Permanent Zamindari Settlement, (b) Permanent 
Ryotwari Settlement, and (c) Permanent Mauzawari Settlement. Munro 
in his famous report dated 1807 favoured the system of permanent ryotwari 
settlement at roughly one-third of the gross produce. The existing level 
of land revenue was nearly 45 per cent. Occasionally a revenue settlement 
would be made with a whole village (Mauzawari or Mahalwari Settlement), 
usually for three years, but a proposal to make this mode of settlement 
decennial with a view to permanency was promptly rejected by the Court 
of Directors. The decision in favour of a Ryotwari system with periodical 
revisions of the revenue demand was made once for all in 1820, though 
arguments in favour of the other rival forms of settlement continued to be 
pressed from time to time. 

Land Settlement in North-West India 

Parts of Uttar Pradesh came into British possession between 1775 and 1856. 
Initially it was the Bengal-type permanent settlement that was favoured, 
but later, after 1811, considerations of sacrifice of revenue led to abandon- 
ment of fixity of revenue. In 1822 the principle of landlord or mahalwari 
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settlement for a fairly long term was accepted by the authorities. It was 
held that the State was entitled to 83 per cent of the gross rental of the land- 
lords’ estates and this settlement was liable to be revised from time to 
time. 6 

During the Governor-Generalship of Lord William Bentinck the policy 
was adopted of lowering the revenue demand on the estates and extending 
the period of settlement. In 1833 tin revenue demand was reduced to 66 
per cent of the rental and the settlement was made for 30 years. But 
although a smaller fraction of the rental was now to be collected by the State, 
the assessment of the gross rental itself presented a number of problems 
and a great deal had to be left to the judgment of the local Settlement 
Officer. 7 This naturally gave rise to some uncertainty regarding the ultimate 
liability of the revenue-payer. The settlement operations themselves took 
over years to be completed. 

Although the State's share of the gross rental had been reduced from 
83 per cent to 66 per cent, the liability was still excessive. Hence, a new 
basis was introduced in 1855 in connection with the resettlement operations 
then being conducted in Saharanpur district. The so-called “Saharanpur 
Rules" of revenue settlement contained the important provision (Rule 36) 
that land revenue would constitute 50 per cent of net produce in the case 
of owner-cultivators or 50 per cent of net rental in the case of estates held 
by non-cultivating proprietors. This practice formed the basis of subse- 
quent revenue settlements in other parts of the country. 

Land Settlement in the Bombay Deccan 

After the last Mahratta War in 1817, substantial parts of the Bombay 
Deccan came under British rule. Conditions in these parts of the country 
at that time were reflected in Elphinstone's Report prepared in 1819 and in 
Chaplin’s Reports of 1821 and 1822. Both of them brought to the Govern- 
ment's attention two characteristic institutions of these regions: the exis- 
tence of well-knit village communities under a recognised village head, and 
the prevalence of heritable land rights among cultivators paying a fixed 
land tax to the Government. These institutions, encouraged under 
Mahratta rule, received little recognition in the British Government’s new 
revenue settlements. The alien Administration set its face against accepted 
tradition and decided to enter into separate revenue arrangement with each 
cultivator, thus by-passing the village head. At the same time, it provided 
for the periodic revision of revenue demand, ignoring the established prac- 
tice of a fixed land tax. 8 

6. Dutt, R.C., Economic History of India , 1837-1900 . p. 23. 

7. The overall supervision of the settlement operations was entrusted to R.M. Bird, 
who submitted a report on the subject in 1842. See Dutt, op. cif., p. 25. 

8. Dutt, R.C., op. cit., Ch. 4. 
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Temporary revenue settlements were hastily introduced in different 
districts of the Bombay Deccan immediately after its conquest. Subse- 
quently measures to establish revenue demands on a more settled basis were 
initiated in 1S24--28. 9 The revenue demand was fixed at 55 per cent of the 
produce, but the measurement of the area and production was generally 
regarded as highly unsatisfactory. The assessment proved to be excessive. 
Many cultivators abandoned Iheir land and fled to the neighbouring Native 
States. Nearly one-third of the cultivated area is reported to have gone 
out of cultivation. 10 

In 1835 area-survey of the region was ordered. 11 This work continued 
almost up to 187?. The entire land in the several districts was classified 
into nine different categories according to quality. The assessment for an 
entire district was based on an enquiry into its general circumstances and 
previous levels of assessment. The total demand was then distributed among 
villages and fields according to the quality of the land. The assessment, it 
may be noted, was conducted without any reference to the cultivator. He 
was asked to pay a Certain rate and if he pleaded his inability to' pay at that 
rate he was required to quit. This new assessment too was not much better 
than the previous one, being largely based on guess-work. The burden of 
assessment might vary from one district to another depending on the judg- 
ment of the District Settlement Officer. Although the Settlement was for a 
period of 30 years the possibility of enhancement of rates in subsequent 
re-assessments contributed to a feeling of insecurity among cultivators. The 
decade of 1840-50 saw the recurrence of controversy regarding the merit 
of such temporary Ryotwari Settlement. It was pointed out that over- 
assessment was causing misery to the peasants. The clement of uncertainty 
regarding the next settlement was holding them back from effecting per- 
manent improvements on their soil. These problems could be overcome 
only by making the revenue demand permanent. The advocates of the 
Ryotwari system on the other hand contended that, bereft of the evils of 
over-assessment, the system was beneficial to the ryot. The conditions of 
success of a Ryotwari Settlement were recognised as follows: 12 

(a) a moderate and equitable assessment, leaving a fair proportion 
of the economic rent (or surplus) to the proprietor; 

(ft) a fairly long period of settlement, say, 30 years; 

(c) security against increase of revenue demand, on any ground what- 
ever, during the term of the settlement; 

9. The settlements were conducted by Mr. Pringle of the Bombay Civil Service. 

10. Dutt, R.C., op. cit., Ch. 4. 

11. This survey was conducted by Mr. H.E. Goldsmid and Capt. Wingate. The rules 
of the settlement were finally compiled in 1847 by these two gentlemen together with Capt. 
Davidson and were embodied in what is known as the Joint Report. 

12. Messrs. Goldsmid and Wingate's letter to Revenue Commissioner of Poona, dated 
October 19, 1840, excerpted in Dutt, R.C., op. ci/., pp. 40-41. 
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(d) recognition of property rights, subject to payment of assessed 
land revenue; 

(?) facilities for sale and transfer by apportionment of assessment 
on portions of land that could normally be transferred; 

(/) perfect freedom regarding leasing out or sale of land; 

(£) exemption of uncultivated portions of land from the assessment. 

The major difference between the revenue settlements in North-West 
India and those in the Deccan was that, while both were based largely on 
guess-work, the former related to an entire estate or village, while the 
latter concerned each separate field. This implied, as Romesh Dutt pointed 
out many years ago, that in the former case if the settlement officials' guess- 
work went wrong the land-holders could collectively agitate and were 
likely to receive hearing from the settlement officials ; in the latter case, the 
protest Vas more likely to come from an individual who was unlikely to 
receive redress. In this sense the ryotwari settlement might be even more 
oppressive* than the landlord or mahalwari settlements. 

The opponents of the Bombay system of Ryotwari Settlement were 
also very sore on the points that the system had swept away all interme- 
diaries, ignored the useful role of village communities and community 
officials and had left no cushioning influence between an alien government 
and a vast multitude of helpless cultivators. 13 It had thus opened up the 
way for excessive assessment without however making suitable provision 
for the timely icdress of landholders' grievances. 14 

Land Settlement in Madras Presidency 

The Ryotwari system of revenue settlement was introduced gradually in 
the different districts of Madras 15 following the acquisition in 1792 of some 
districts in that region by the East India Company. The early assessments 
were soon found excessive; at one-half of the gross produce they often 
absorbed more than the whole of the ‘economic' rent or surplus. In 1807 
it was proposed to reduce the assessment to one-third of gross produce, 
but the proposal fell through owing to pressure for increased revenues from 
the East India Company's Court of Directors. From time to time, pro- 
posals came up for the recognition of village communities' role in the 
revenue administration. But the Court of Directors had by this time become 
reluctant to recognise any intermedia:*; bodies in their Jealing with the 
cultivators 


13. Madras Board of Revenue also criticised the s\stem in 1818. The Sadar Board of 
Revenue protested against the exteasion of the system in 1838. 

14. Dutt, R.C., op. vit., pp. 41-43. 

15. Madras Settlements were carried out under the supervision of Sir Thomas Munro 
-and Captain Read. 
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Reduction in the burden of assessment to nearly one-third of the gross 
produce was gradually brought about during 1820-27 when Sir Thomas 
Munro, who had originally suggested such reduction, himself became the 
Governor of Madras. But even this reduced demand was excessive in many 
instances, particularly since the demand was a fixed sum while output and 
cropeprices were variable from year to year. The agents through whom 
revenues were realised were extremely low-paid and hence tended to add 
their own exactions to the Government’s demand. Famine during 1830-33 
filled the cup of misery for the peasants. At the same time, the absence of 
any kind of lease arrangement perpetually prompted the ryot to feign 
poverty and seek remissions of revenue whenever possible. 16 Corrupt 
practices such as bribing the talmldars (revenue collectors) existed side by 
side with grievous tortures on peasants unable to clear their dues in 
time. 

Some reform measures were introduced in Madras following the Par- 
liamentary enquiries of 1852 and 1853 into the revenue administration 
there. A careful survey and settlement of the entire province was decided 
upon in 1855 with a view to bringing about such reduction in the assessment 
as would leave some profits of cultivation to the cultivator and would at the 
same time discourage corrupt collusions between prosperous farmers and 
tahsildars. The new settlement operations began in 1861, the districts being 
taken up gradually one after another. Assessments were now fixed for 
thirty years at a rate approximating one-half of the net produce. In irriga- 
ted areas the irrigation cess was, however, consolidated with the land 
revenue after 1897, thus making it obligatory on all farmers in irrigable 
areas whether they actually used irrigation water or not. This in effect 
enhanced the burden of revenue assessment although the declared intention 
was to reduce this burden. 

Land Settlement in the Punjab 

The Punjab came into the possession of the British Past India Company 
between 1846 and 1849. Almost immediately the prevailing system of 
collection of revenue in kind was replaced by collection in cash. However, 
the initial assessments, made under the supervision of British officials, 17 help- 
ed to abolish some of the oppressive features of the Sikh revenue system. 
But the humiliating defeat of the Sikhs in 1849 opened up the way for 
more far-reaching changes in the revenue system. Under Lord Dalhouste’s 
inspiration, the policy was adopted of uprooting traditional village leaders 
and ignoring the existence of village communities. Eager to establish a 
direct link between the Government and the people, the new administrators 


16. Dutt, R.C., op, cit. t pp. 53-54 quoting from Campbell, G., Modern India . 

17. They worked under the close supervirion of Henry Lawrence, an able East India 
Company official who was Resident at the Sikh Darbar. 
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introduced the Ryotwari form of revenue settlement in the Punjab at one- 
third of the gross produce payable in money. But even such a comparatively 
low level of assessment, undertaken as a rule of thumb, was very often 
found exorbitant. The Administration reduced the land revenue at# first to 
one-fourth and then to one-sixth of the gross produce. These prompt 
measures of reform succeeded in improving the conditions of farjning in 
the province as well as in securing additional revenues for the government. 

Settlement operations on a continuing basis started in the Punjab in 
the early 1850s and were nearing completion when the Mutiny broke out 
in 1858. 

Two Principal Forms of the Ryotwari System: The ‘Net Produce’ 
(Madras) System and The ‘Net Asset’ (Bombay) System 

t 

In Madras the ryotwari system of settlement was based on the principle 
that the land revenue would appropriate a fraction, usually 50 per cent, 
of the ‘ml produce’ of a farm, that is, the gross produce less the expenses 
of cultivation including the farmer’s own wages and those of other mem- 
bers of his family. The gross produce would be calculated on the basis of 
a series of experiments regarding the productivity of land in the recent past. 
This would be valued at the average price of twenty non-famine years 
immediately preceding the settlement. Once the soil was classified on the 
basis of its innate productivity, no further re-consideration of its capacity 
to produce would usually be made in future settlements. Only the change 
in prices of agricultural crops during the interval between two settlements 
would be taken into account in revising the revenue demand. It may be 
noted that 50 per cent of the net produce was to be claimed only in the case 
of land having the greatest natural advantages. \ or land which was 
inferior in respect of fertility or locational advantages, the share of the net 
produce taken as land revenue would be generally lower. 

In Bombay, after various initial experiments, the assessment came to 
be based on the relative value of the soil in the ryot’s possession without 
any consideration of the yield. The soil would be classified according to 
certain physical characteristics, such as texture and capacity to retain mois- 
ture. The best quality of land in a locality would be designated as 16 annas 
land, while other land w'ould be similarly expressed in terms of annas in a 
number of gradations. After the soil in a certain area was thus carefully 
classified, the revenue demand for the area as a whole would be determined 
on the basis of general considerations and historical data about revenue 
collections and prices. This total demand would then be apportioned 
arnong the holders of land according to the amounts of different types of 
soil which comprised their holdings. The level of revenue demand w'as 
thus graduated, somewhat empirically, according to the relative quality of 
the soil. 
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With the passage of years the classification of land based on a general 
assessment of soil characteristics came to be regarded as at least partly 
arbitrary and the authorities slowly and imperceptibly tended to take the 
prevailing rental values as guide-lines for the determination of the relative 
values of different classes of soil. Nevertheless the Bombay system 
remained distinct from the Madras system in that no estimate of the value 
of the produce was ever required to be drawn up before the land revenue 
demand was finally fixed. 


A Summary 

The position relating to land revenue settlements in the middle of the nine- 
teenth century can be thus summed up in the words of an eminent historian 
of Indian economic life: 

“In Bengal land was held by landlords paying a fixed and unalterable 
land tax to the government. In Northern India it was generally held by 
landlords paying a land tax revised at each new settlement. In Madras and 
Bombay it was generally held by peasant proprietors who paid a land tax 
revised at each new settlement. In the Punjab it was generally held by pea- 
sant proprietors living in village communities, each village collectively 
paying the land tax which was revised at each new settlement. 

...the land tax gradually became a uniform rate, at least in theory. In 
Bengal it was about one-half the rental in the middle of the nineteenth 
century. In Northern India it was fixed at one-half the rental by the Saharan- 
pur Rule of 1855. In Bombay and Madras Sir Charles Wood fixed the 
land tax at about one-half the economic rent in 1864. And in the Punjab 
the government demand was reduced to one-half the rents ordinarily paid 
by tenants-al-will." 

Economic and Other Effects of Different Forms of 
Land Revenue Settlement 

The Permanent Settlement introduced in 1793 fixed the land revenue demand 
of the State in perpetuity. This was intended to encourage the intermediaries, 
with whom the Permanent Settlement had been concluded, to lease out 
their lands in the most profitable manner and to settle uncultivated land 
with tenants by giving them favourable conditions of tenancy. At one time 
it was contemplated that the benefits of permanence in tenurial conditions 
would be extended to the actual cultivator himself. This idea, however, 
was not quite consistent with the objective of putting land to the most 
profitable use through the encouragement of competition among tenants. 
Moreover, one must bear in mind that the years following the introduction 
of the Permanent Settlement saw an upsurge in population and in the 
demand for land. In such a situation it was hardly practicable to secure 
fixity of tenures and a permanent rental demand for all classes of tenants. 
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The East India Company entered into a permanent revenue settlement 
with the zamindars not so much because they had any intention of ignoring 
the interests of the ryots and safeguarding those of the zamindars, but be^ 
cause they were greatly in need of a stable revenue for themselves and felt 
that the zamindars were the only class of people who could be reasonably 
expected to fulfil their commitments. A permanent revenue settlemerft with 
the ryots was dismissed as impracticable because the government did not 
have the necessary revenue staff to put such a system into operation. Con- 
temporary English experience appeared to indicate that a class of landlords 
could confer immense benefits on tenants by introducing various improve- 
ments in farming practices. It was Lord Cornwallis’s firm conviction that 
the vigorous commercial class in India would enter the farming business 
in large numbers as soon as the uncertainties of land revenue demand were 
ended* by the introduction of a Permanent Settlement. Something like 
this could perhaps have happened if the demand for creation of small tenant 
holdings did not increase sharply in consequence of Jhe growth in popula- 
tion and shrinkage of industrial occupations. 

The Permanent Settlement no doubt involved the sacrifice of the State’s 
claim to future increases in the value of agricultural production. This in 
its turn implied that the State in India could not undertake works of econo- 
mic benefit for the people to the same extent as a State with more elastic 
revenue resources could do. Nevertheless the system led to the. channelling 
of the ‘surplus’ from land into the hands of a relatively small class of land- 
lords and to that extent created conditions favourable for raising the level 
of private investment. The number of people sharing in the rental income 
from land, however, increased as the years passed. Sub-infeudation of 
estates came to be the commonly accepted practice with almost all classes 
of landlords. Although there might still be quite a few landlords who 
commanded sufficient investible resources, they were often not enterprising 
enough to invest funds for agricultural improvement but preferred safer 
outlets for their funds in the form of government securities and the like. 
It must be admitted, however, that the more prosperous section of land- 
lords often made generous gifts for social and educational purposes and 
thus indirectly contributed to economic development in the country. 

The zamindars were not only the main prop of the British revenue 
system in some parts of the country; for a long time they were also looked 
upon by the British administrators as occupying only the next rung below 
them in the social hierarchy. In the circumstances the zamindars, or at 
least the majority of them, pathetically clung to the British for the security 
of their rights and possessions. As national fervour was built up in the 
closing years of the nineteenth century, the zamindars naturally came to 
be looked upon as pro-British and anti-people. 

It was primaril) the sacrifice of revenue involved in the Permanent 
Settlement that led to a swing in official opinion against this mode of settlement. 
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After the first few years of the nineteenth century most of the revenue settle- 
ments made were on a temporary basis. Temporary settlements were made 
(a) with zamindars, as in some parts of Uttar Pradesh and Madhya Pradesh, 
or ( b ) With a village group, as in some other parts of M.P. and Punjab, or 
(c) with ryots as in Bombay, Madras and other areas. 18 The trouble with 
all temporary settlements was that, if the period of revenue settlement was 
very short, the larmers might not feci it worth their while to effect any 
improvements on their land, particularly when it was their experience that 
little allowance was made at the time of the resettlement for works of impro- 
vements undertaken bv the farmer. As settlement operations had to be pre- 
ceded by surveys and other inquiries the farmer might have to spend a lot 
of time in arguing his case for a relatively mild revenue demand. Since 
official instructions on the mode of assessment were not very definite in the 
initial years, the Settlement Officers would have to exercise their judgment 
in fixing the revenue demand. This left much to the personal whims of an 
officer and quite often he or his subordinates might be won over to his side 
by a farmer with some local influence. The system also gave rise to litiga- 
tions and counter-litigations. 

The period for which a temporary settlement was effected was very 
short in the beginning. Annual or triennial settlements were quite common. 
No very definite rules existed for the fixation of the revenue demand and 
revenue officials generally followed the method of adding an arbitrary 
increment on the recently prevailing levels of land revenue in the locality. 
As the nineteenth century advanced, the settlement operations became 
more systematic 19 and the period for which a particular settlement remained 
valid was extended to 20-40 years, the most common period being 30 vears. 
The reasons for which revenue demand could be enhanced in a subsequent 
re-settlement operation were clearly and unambiguously set forth in the 
Revenue Codes. These changes helped a lot in mitigating the unwelcome 
effects of a temporary settlement. 

But in the cases where a temporary settlement was reached with a class 
of landlords, the tenants were left without much protection against their 
land-owning masters. Rack-renting and eviction would be common, parti- 
cularly when the landlords themselves got burdened after a settlement with 
additional demands. The customary rights enjoyed by khudkast ryots 
under Mughal revenue administration 20 lost most of their significance in 


18. In 1928-29 categories (a) and <b) account cel for 30 per cent of the total cultivated 
area, while category U ) covered 5J per cent. 'I he remaining 19 per cent was permanently 
settled. See Jathar, G.B. and Bcri, S.A., Indian / 1 anomic* % Vo!. 1, 5th 1 d , p. 406, f.n. 

J9. Although, because of the large-scale disiuplion which a settlement caused to iho 
even tenor of village life, it was often characterised as an ‘unscttlcmcnf operation! 

20. Khudkast ryots were those recognised as resident members of the 1-ocal village 
community, often bound by kinship relations. Their rights were superior to those of paikast 
ryots who were looked upon as in-migrants ard outsiders. 
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the process. The traditional communal life in the village was also disrupted 
as a particular person came to bring his authority to bear on the rest of 
his fellow-villagers. In looking for the landlord the Settlement Officers had 
often to brush aside the healthy practice that traditionally prevailed of 
making the village jointly responsible for the revenue and assigning the 
function of distributing the revenue burden among the villagers 4o the 
village headman. 

The temporary settlement with individual ryots, known as the ryot- 
wari settlement, totally ignored the important role of the village community. 
The system was also expensive in that settlement operations had to be con- 
ducted on a much more extensive scale in ryotwaii areas than in the 
zamindari or m^halwari areas. Tnc ryots being men of small means could 
not stand up against an enhanced assessment is zammdars could, so that 
the levels of revenue were generally higher per unit of culti\ated area in the 
ryotwari provinces. 21 The differences in revenue incidence, however, were 
attributable to other factors as well, such as differences in fertility of soil, 
irrigation facilities, etc., and should not be taken as due entirely to the 
helplessness of the individual ryots. 

In fact, the ryot with whom a revenue settlement was made in the ryot- 
wari areas could, in favourable circumstances, become a rentier himself 
by leasing out a portion of his land to some of his less favourably situated 
co-villagers. With the growth of population in the country-side and rise in 
agricultural prices in the period between settlements, the landlord-tenant 
relation emerged in some measure even in the areas of ryotwari settlement. 
Another factor in the creation of tenancies and sub-tenancies all over the 
country was the alienation of land from the ryots to the money-lending 
classes. In the pre-British days land was not a mam* ible asset, but under 
the British system of law land could be pledged to obtain a loan. Failure 
to repay the loan led to the transference of ownership rights to the money- 
lender, with the former owner clinging to his only means of livelihood 
as a tenant on almost any terms. Until recently the plight of such tenants 
received little consideration from the ruling authorities, since the primary 
aim of the land revenue administration in British India was not the impro- 
vement of the farmers and their svstems of fanning.*-- but simply to obtain 

21. In 1933-34 the incidence of land ic\cnuc per acre ol cultivated area was Rs. 2.62 
in the Madras ryotwari districts, while in BctvmI m 1936-37 land in a ncimanently settled 
area had to pay m revenue only Re. 0 93 pc* acre. In the tcmporarih settled landlord 
estates of Bihar in the latter year the incidence of land revenue per acie was about the 
same as in Bengal. See Nanavati. Nl.B. and Anja.ia, J.J., The Indian Rural Problem 
(1944), p. 123. 

22. Cf. Macaulay’s comment on Kast India Company’s re\enue administration: 
"Govern lenicnllv. but send us more money, practise strict justice and moderation, but 
send us more mot I' »hc father ar.d oppressor of the people, be just and unjust, mode- 
rate and rapacious”. M.icaukw, i'smys on Waiter Hastings, p. 25, as cited in Raman 
Kao, A.V., Zu anomie IKrehprnent oj Andhra Traded //66-Z957. 
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for the authorities an assured revenue, at the same time maintaining an 
appearance of fairness in the rulers’ dealings with the more vocal sections 
of society such as the zamindars and the richer ryots. 

Merits and Drawbacks of the Permanent Settlement: 

Romesh Chandra Dutt and Later Commentators 

In 1775 the proposal for a permanent settlement of land revenue “with such 
reasonable people as shall offer the most advantageous terms” was put 
forward by Warren Hastings and another member of his Council. The 
zamindar was to be allowed a preference in effecting such a settlement, but 
concern for the zamindar’s rights or fate was not the principal motive for 
favouring a permanent settlement with the zamindar. The principal argu- 
ment was “the security arising from the power of selling their (zamindars’) 
lands when landed property is pul upon such a footing as to become desir- 
able”. It was the assurance flowing from the ready marketability of zamin- 
dari rights which inspired the proponents of a permanent settlement to hit 
upon such an arrangement. To this was added the eminently pragmatic 
argument that so long as revenue settlements were periodically made, a 
large part of the administrative business of the Company was taken up with 
finalising the terms of the settlement. Once a permanent revenue settlement 
was brought into being, the administration could let the law against defaul- 
ters take its own course and zamindari rights could automatically pass into 
the hands of the most energetic sections of the people. Nothing but good 
was expected to emerge from, a system which thus ensured permanent 
possession of property with an unchanged land revenue demand to an enter- 
prising group of zamindars. The system was expected to “awaken and 
stimulate industry, promote agriculture and extend improvement, establish 
credit and augment the general wealth and property”. This general increase 
in wealth would, in course of time, make up for the sacrifice of State 
revenues which was an immediate consequence of the permanent settlement. 

Among Indian thinkers on the State’s land tax policy, the late Romesh 
Chandra Dutt was an ardent supporter of the permanent settlement principle. 
In his view, this was “a measure which has done more to secure the pros- 
perity and happiness of British subjects in India than any other single 
measure of the British Government”. Historically, no doubt, the permanent 
settlement was an improvement on the harsh and uncertain revenue settle- 
ments which preceded it during the period 1765-1793. But while superior 
landlords derived benefit from the secure rights which the permanent 
settlement conferred on them and from the subsequent increments in rental 
values brought about by the growth of population and the extension of 
cultivation, the actual cultivator was not in the least benefited. He con- 
tinued to suffer from the same insecurity and harshness of treatment which 
had been his lot since his customary rights began to go by default in the 
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great social and political confusion of the times. In fact, as traditional 
zamindars (who might be punished, but were hardly dispossessed, during 
Mughal times) began to lose their property and landed estates passed into 
the hands of the commercial classes, rack-renting of the cultivator Appears 
to have increased. Since default by the zamindar was not condoned by the 
Company, the zamindar was not in a position to grant remissions# to the 
ryot even when the ryot’s circumstances called for such lemission. This 
development of the permanent zamindari system was somehow not expected 
by its sponsors. Lord Cornwallis, for example, believed that the benefit 
of secuie possession at a fair rent would be extended by the zamindar to 
the ryot. So long as land was iemaining uncultivated, the zamindar could 
not byt lure cultivators to land with the best of terms. It could not be 
foreseen at the time that population growth and the almost total destruction 
of thj principal handicrafts would so increase the demand for land that 
the zamindar’s interest would be better served by denying his ryots the 
benefits of security. 

As prices of crops and rental values of agricultural land shot up in the 
early year^ of the nineteenth century, the zamindar found it convenient to 
arrange for rents to be collected through patnidars , ijaradars and other 
intermediaries. The latter w'ould hold estates under a zamindar, paying 
him a fixed rent, but would be left free to make it up for themselves by impos- 
ing higher rents on the ryots. This process of sub-infeudation went to 
extreme lengths in some permanently settled areas as rental values, deter- 
mined by market forces, continually rose. Investment in zamindaris and 
other intermediary rights at one time became more sought after than invest- 
ment in commercial and industrial ventures, particularly since the former 
yielded a more or less certain income while income from the latter was 
uncertain. The permanent settlement is thus required ro bear some share of 
the blame for the Indian's lack of enterprise in commerce and industry. Per- 
haps it would be more correct to say that in the nineteenth century invest- 
ment in land offered Indian capital a refuge when it was being dislodged 
by foreigners from the more lucrative, though more uncertain, commercial 
and industrial enterprises. 

At the same time, one has to recognise that the permanent settlement 
created a land-holding middle class whose incomes, though sometimes 
used for frivolous consumption, did add to the community's stock of 
wealth in various forms. In a number of cases patronage was extended 
by this class to education, music, the fine arts and to the movement for 
political and social emancipation. At a time when the government of 
the country was in unsympathetic foreign hands, these useful activities 
would probably have languished if the surplus accruing to the landed gentry 
went instead to the State. 

When in the present century the substance of power came to be trans- 
ferred to Indian hands and the Government of India became more responsive 
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to public moods, the system of permanent zamindari settlement very 
naturally began to look like an anachronism. Under the Constitutional 
reforms of 1935 a popular Ministry in Bengal set up the Land Revenue 
Commission (Chairman: Sir Francis Floud) in 1938 to study' the working 
of the permanent settlement and suggest necessary reforms. In their report, 
published in 1940, the majority of the Commission recommended abrogation 
of the permanent settlement and supported a system in which the Govern- 
ment* would remain in direct touch with the actual tillers of the soil. The 
minority, however, did not expect much gain from zamindari abolition 
unless other measures of rural improvement were simultaneously taken in 
hand. The controversy between the supporters of the status quo and the 
advocates of abolition of all intermediate tenure-holders was pushed to 
the background by the outbreak of the Second World War and the political 
developments in the country. The programme of abolition of intermediaries, 
that is, of the zamindar and his sub-infeudatories, could again be talcen up 
in earnest only after independence. 



5 


Tenancy Laws and 
Land Reforms in India 


The Pre-Independence Period 

In the period inflowing the adoption of the Permanent Settlement m Bengal, 
Bihar and Orissa, a good number of old zamindars lost their lands due to 
their inability to meet re\enue demand on time Their estates were sold by 
. »* tion to the highest bidders This new class of zannndars had little 
liUcKttm the proper management of then estates and often leased out a 
major portion of then estates to tenure-holder* wh( were lower in the rural 
soual hierarchs Manv of the bigger zamindars, in, fact, became urban- 
dweller off the icnlal surplus from the rural areas for extra- 

vagant ‘Fuiopean -tv le" living in the towns and cities A good number 
took to modern professions like leg\l practice without however, relinquish- 
ing thur right* on /inundari estates the cultivators came to be ovei-awed 
by the intermediate tenure-holders and the zamindars local agents For 
many years after the intiodui tion of tnc Permanent Settlement in 1793 
there were p* ictically ik> provisions to protect tenants fiom eviction, 
enhancement of rent or pe»sonai harassment 1 i>r arrears of rent 1 As the 
limits ot cultivation were being cached and pnees of agricultural crops were 
moving up. the demand ioi acquisifon of both lnterp'ednte rights and plots 
for cultivation remained quite brisk Kent levels i * but generally the 
rise was moderate, being much lower than the rise in puces ot agricultural 
produce Thu however bt ought about undesirable consequences in the 
form of sub-leasMin ot the tenant-farmer's land to sub-tenants— in some 
places a whole senes of sub-tenant As a ie>ult the actual management of 
cultivation devolved upon the most rcsouiccless sections ot people in the 
ruiai auas who weic umally eillui tcuants-at-will or crop-shai mg tenants 
both ot whom wore absolute’s insccuie against eviction 

Lord Cornwallis and his advisers had hoped thit the tenants' rights to 
security of tenure and reasonable lixity of rent would be respected by the 
zammdar in his own interest Besides the piotcction of th law courts, they 
thought would be there to see that rent levels sanctioned by usage, would 

]. Mr Haiington's piopoxals (l^b) for an explicit declaration of the rights of 
khudka\t rvots were regarded bv the authorities as unwise, since such regulations might 
hinder the development of the country's resources. 

W 
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be adhered to by zamindars and other intermediaries between the State 
and the ryot. In practice, usage was flouted and the law-courts generally 
remained beyond the reach of the ordinary ryot. Hence, certain rights which 
ryots/ or at least khudkast ryots, had enjoyed for generations were on the 
verge of being extinguished. It was to reassert such traditional rights by 
legal proclamation that the Rent Act (Act X) of 1859 was passed. 2 

Under the Rent Act of 1859 all tenants who had cultivated the same 
plot of land for 12 years without break were treated to have acquired 
‘occupancy’ rights. Such ‘occupancy’ tenants . were not liable to eviction 
so long as they were not in arrears of rent. The Act also laid down that 
those tenants who had paid the same amount of rent for 20 years or 
more were to be treated as ‘permanently settled’ tenants with occupancy 
rights automatically acquired. Enhancement of rent fo{ other occupancy 
and non-occupancy tenants was also sought to be regulated. By the Revenue 
Sales Act (Act XI) of the same year the power of the purchaser at a land- 
auction to enhance tenants' rents was taken away. A few principles were 
laid down for the guidance of law courts concerned with rent suits. Rent 
could be enhanced only (a) if it could be proved that the existing rent was 
below the rent of similarly situated land in the same village or ( b 1 if the 
value of produce or the productive capacity of land had gone up for 
reasons other than the ryot's own effort and expense. Generally it was accep- 
ted that the money rent should be allowed to increase, if so demanded, in 
the same proportion as the money value of the produce from the land. 

The acquisition of ‘occupancy rights’ by ryots was often checked by 
zamindars and other tenure-holders by shifting tenants from one plot to 
another so that they could hot claim to have cultivated the same plot for 
12 years at a stretch. Various subterfuges were also resorted to in order to 
settle new tenants on land with enhanced rent. With a view to countering 
such moves, the Bengal Tenancy Act (Act VIII) of 1885 was passed. This 
Act sought to confer the right of occupancy on any tenant who had culti- 
vated land (not necessarily the same plot) in a village for 12 years. This 
led to a marked increase in the number of ryots with occupancy rights. The 
provisions relating to enhancement of rent were also modified in favour of 
the ryot. In the case of a rise in the value of crops produced, rent could be 
enhanced, but only after one-third of the increment in value was retained 
for the ryot. Rent could not be enhanced by more than 12.5 per cent at a 
time and no revision could be asked for before the expiry of fifteen years. 
However, the occupancy right did not carry with it full rights of sale or 
gift of land. An amendment to the Act of 1885, enacted in 1928. gave the 
occupancy ryot the right to transfer his tenancy, but only after payment of 


•2. At Lord Dalhousie's initiative, an investigation into the laws of distraint (for non- 
payment of rent) was undertaken in 1854-55. Christian Missionaries settled in Bengal 
also played a part in changing official opinion about the need for tenancy legislation. 
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20 per cent of the consideration money as transfer fee to the landlord or 
five times the annual rental whichever was greater. The landlord also had 
the right of pre-emption over the land whose tenancy was sought to be 
transferred. Ten years later, in 1938, a popularly elected Ministry in 
Bengal abolished the transfer fee and the right of pre-emption. Occupancy 
rights could now be freely transferred after giving notice of the transaction 
to the landlord. The proportion of non-occupancy tenants in Bengal (luring 
the late 1930s was estimated as 1 in 500. For such inferior tenants there was 
provision only for six months' notice in case of ejection. For share-croppers 
there was neither recognition nor protection. In Bengal, crop-sharing 
tenants were paying about Rs. 25 per acre in kind to their landlords, while 
occupancy tenants were paying only an average of Rs. 3.3 per acre. 3 

Measures to check the arbitrary eviction of rightful tenants and unwar- 
rantedirent enhancement were also enacted in other British Indian provinces 
on more or less similar lines. However, there were differences in the con- 
ditions for acquiring occupancy rights. In Central Provinces, for example, 
such rich*" had to be acquired by purchase on payment of 24 times the 
annual rental. In Punjab, they could be claimed- only on historical grounds. 
But the creation of a superior category of occupancy ryots did not subs- 
tantially improve agrarian relations. A class of functionless proprietors of 
land continued in existence. It should not be thought, however, that all 
such proprietors were in control of vast areas of land or that all of them were 
lavishly rich. The landlord estates also got partitioned among co-sharers 
according to prevailing laws of inheritance, with the result that after a few 
generations, the rental income accruing to a co-sharer could be quite negli- 
gible. The primary objection to such landlordism was not that the land- 
lords in general enjoyed a much higher ; ncome than most of their tenants, 
but that they stood in the way of tenants feeling a seise of ownership over 
the land they held. Without such a sense of ownership the tenant’s interest 
in his land was bound to be limited, specially if thv tenancy was of a short 
duration. Moreover, the landlords’ incomes did not represent the return to 
any economic function, since very tew of them participated in the actual 
management of the cultivated land. 

The Government of the province of Bengal set up in 1938 a Land Reve- 
nue Commission under the chairmanship ot Sir Francis Floud to examine 
the issues of land revenue in the context of the Permanent Settlement. In 
their Report, submitted in 1940. the majority of the Commission recom- 
mended that the zamindari system and Permanent Settlement should be re- 
placed by a Ryotwari system so that tenants could hold land directly under 
the State. This would, in their opinion, open the way for the participation 
of the State in schemes of agricultural improvement. The zamindari system, 
they held, had become out-dated, not so much because the ryots were rack- 


3. Nanavati, M.B. and Aniaria. J.J., on . rit., p. 53 
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rented (in fact rent per acre was lower in permanently settled areas than in 
areas that were temporarily settled), but because it served no social purpose 
and failed to contribute to the development of improved agricultural prac- 
tices. 'Tn their opinion, not only zamindars. but all tenure-holders, inter- 
cepting portions of the rent paid by tenants, ought to be weeded out. 
Howovcr. these intermediary interest* were to be acquired by the State only 
after payment of suitable compensation, which might be between 10 and 15 
times the annual rental less cost of collection. The compensation was pre- 
ferably to be paid in cash or, failing that, in bonds redeemable after 60 
years. Intermediate rights on fisheries and land containing minerals were 
also to be acquired by the State on payment of compensation. 

A few members of the Commission, however, disputed the view of the 
majority that the exiting s>stem of land revenue settlement was primarily 
responsible for the deterioration of agricultural conditions in Bengal. 
There were other more important causes. In their opinion it wduld be 
rash for the State to acquire all intermediary interests, since it would involve 
a heavy compensation payment, whereas the collection of rent by the State 
from a very large number of tenants would create formidable problems. 
They could see little benefit from the abolition of landlordism and were 
afraid that such a measure would injure the middle classes in rural 
society. 

A number of measures for conferring greater rights on tenant cultivators 
were adopted in other Indian Provinces also during 1937-39. Mention may 
be made of the Bihar Tenancy Act (1938). the Central Provinces Tenancy 
Act (1938), the United Provinces Tenancy Act (1939) and the Bombay 
Tenancy Act (1939). All of these Acts led to the emergence of a privileged 
category of ryots with their rents reasonably stable, but they generally 
failed to protect the interests of the weakest sections of cultivators who 
continued to hold their lands under conditions of extreme insecurity, both 
in respect of occupation and rent levels. 

Land Reforms After Independence 

It was only after the attainment of Independence in 1947, and in the con- 
text of the planned development of agriculture in India, that more compre- 
hensive measures of land reforms came to be introduced. At the time ot 
Independence nearly 40 per cent of the cultivated area in the country was 
under the proprietorship of different types of landlords or intermediate inter- 
ests. The primary object of land reforms was the abolition, as far as prac- 
ticable. of all such intermediaries and establishment of a direct relation 
between the State and the cultivator. In those cases where such intermediate 
interests could not be immediately abolished, the aim of land reforms was 
to guarantee security of possession to the tenant-cultivator and to fix the 
rent payable by him at a fair and equitable level. In addition, it was also 
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to be ensured that the ownership of land did not remain too uneq ual and 
some land belonging to bigger owners (who could not possibly cultivate 
the whole of it with family labour) was made available to smaller owners 
and landless agricultural labourers eager to be settled on land. The 'pro- 
posed land reform measures sometimes also included schemes for conso- 
lidation of holdings so that scattered plots belonging to the same cultivator 
could be exchanged with plots belonging to others and all cultivators could 
thus operate on larger and more compact plots of land. In some cases, 
land reform measures were intended to encourage farmers to combine their 
plots for ‘joint co-operative farming’ for better results. 

Among the States of India, Uttar Pradesh (U.P.) led the way by enact- 
ing the U.P. Zamindari Abolition and Land Reforms Act in 1950. Bihar 
adopted its Land Reforms Act in 1950 and Orissa in 1951. The West B engal 
Estates Requisition Act, passed in 1953, led to the abolition of intermediary 
interests in land and the West Bengal Land Reforms Act of 1955 imposed 
for the first time upper limits (‘ceilings’) on the holding of agricultural 
land. Law c on similar lines were placed on the statute ; book in most Indian 
States by 1960 and further amendments were introduced in later years. 
Along with the State acquisition of landlord interests, there were measures 
for reduction of rent: the normal level of rent was not to exceed l/5th of 
the value of gross produce. Laws for the acquisition of ‘ceiling-surplus’ 
land and distribution of such land among small farmers and landless rural 
labourers were also enacted in almost all the States throughout the period 
1950-75, with subsequent amendments here and there. Put briefly, the sub- 
ject of land reforms came to acquire a paramount importance in the planned 
economy of India, both because land reforms were expected to lead to 
better agricultural practices and because social justice’ demanded that a 
scarce natural resource like agricultural land should be more equitably dis- 
tributed. 

The erstwhile landlords, though deprived of their rent-receiving rights 
by the land reform measures, were permitted to retain a certain amount of 
land for cultivation under personal supervision. This sometimes led to the 
unfortunate consequence that land, already settled with tenants, was resum- 
ed by its owner for so-called ‘personal’ cultivation, the former tenant 
being shown as a farm labourer helping in the work of cultivation. The 
rent-receiving rights of former landlords were acquired by the State with 
compensation payments, the quantum of such compensation being some- 
what different in different States. It wa usual for the scale of compensa- 
tion to vary inversely with the annual rental incomes of the estates. In 
West Bengal, for example, the large zamindari estates were acquired witha 
compensation of 2 times their annual rental incomes, whereas in the case 
Of very small estates, the compensation could go up to 20 times the ann ual 
income. In a few States, it was provided that tenants could acquire owner- 
ship right by making payments towards the value of land by instalments. 
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Usually, however, the compensation was paid, not in cash, but by the 
issue of interest-yielding bonds redeemable after a lixed period. 

In several States (such as West Bengal) tenants with occupancy rights 
were' already protected against eviction, had full rights of sale and transfer 
and were as good as owners. They now' came to be treated as tenants of the 
State,, liable to pay rent only to the State, and not to any individual land- 
lord. But tenants who were not earlier enjoying such rights were also gra- 
dually given the same privileges in the land reform measures adopted after 
Independence. However, the very small tenants probably got thrown out 
in many instances, as their landlords resumed their land for ‘personal’ 
cultivation. Tenancy reform thus proved to be of no benefit for these ‘down- 
graded* tenants. 

The laws fixing ‘ceilings’ on the amount of land permitted to be held by 
an individual or family have usually taken the desirable upper limit at three 
times the ‘family holding’, the latter being defined as a holding Vhat can 
yield an annual income of Rs. 1200 to a cultivating family. This ceiling 
has naturally varied from one State to another and different ‘ceilings’ 
have been fixed for irrigated (wet) and non-irrigalcd (dry) lands. The 
ceiling laws in most States had left loopholes which permitted large owners 
to transfer their land to other family-members, friends, relatives or even 
totally fictitious parties. As a result, the amount of land declared as 
surplus w'as woefully small, much smaller than what might be expected from 
the available statistics relating to distribution of land ownership in the 
country. Moreover, the acquisition of surplus land from their owners 
involved a financial burden which few- State governments were in a position 
to bear. The procedure for acquisition v as also cumbersome. Even when 
the surplus land w'as acquired by the State, problems arose regarding the 
mode of utilisation of such land; it had to be decided whether such land was 
to be sold to the highest bidder or distributed on other considerations. In 
practice, much of this land remained as government property, temporarily 
leased out for cultivation for one or more crop seasons. The benefits that 
might be expected from a wider diffusion of ownership rights on agricul- 
tural property have yet to be fully realized. 4 The implementation of ‘ceiling’ 
legislation appears to have been thwarted by vested interests working both 
from inside the administration and outside, and this may be the explanation 
fqr the very uneven distribution of ownership over agricultural land that 
is still revealed in our quinquennial Agricultural Censuses. 

The post-Independence period also saw legislative enactments in several 
States for consolidation of holdings. Punjab, Haryana and Uttar Pradesh 
have successfully implemented their schemes of consolidation of agricultural 

4, In March 1980, out of about 15,74 lakh hectares of land declared as 'surplus over 
ceiling' in different States, acquisition was complete in respect of 9.56 lakh hectares. Of 
this nearly 6.79 lakh hectares had been distributed. The aggregate amount of agricultural 
land (including fallow* lands) in the counit v is roughly 1630 lakh hectares. 
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holdings, while other States have generally lagged behind. One of the 
major difficulties involved in implementing a land consolidation scheme 
relates to the valuation of holdings, since a cultivator will not be willing to 
part with his holding unless he gets in exchange another plot of the same 
quality and value. These and other difficulties have worked against the 
speedy implementation of even those consolidation schemes that have been 
proposed. By 1980, only about 25 per cent of all consolidable holdings in 
the country (4.5 crorc hectares out of about 16 crore) was actually consoli- 
dated. In the States of Eastern India consolidation of holdings has assumed 
great importance because of the existence of a very large number of small 
farms with fragmented holdings. Yet no serious effort to implement 
schpmes of land consolidation has been evident in this region (except in Orissa 
in recent years;) even in the post-Independence period. It is also to be 
remembered that the benefits from consolidation can be reaped only when 
subsequent sub-division and fragmentation of land can be checked. Legis- 
lative measures for preventing fresh fragmentation of hpldings after conso- 
lidation have been recommended by the Planning Commission. 5 Land 
reforms being a State subject, such measures will have to be initiated and 
implemented by the States according to local needs and subject to local 
constraints. 

For effectively implementing schemes of land reform and to minimise 
disputes regarding titles to land, it is absolutely essential to have a complete 
record of rights. For historical reasons, such records are more compre- 
hensive in the former ryotwari areas than in zamindari areas, particularly 
those zamindaris that were permanently settled. Work has been under- 
taken in the post-Independence period to compile land records correctly 
showing the ownership of land, the names of tenants (if any) and the con- 
ditions of tenancy. In the absence of such records it is difficult to check the 
growth of ‘oral’ tenancies, where the tenants cannot claim the rights they 
are legally entitled to enjoy. Crop-sharing tenants {bargadars and batai- 
dars) have generally been denied such rights because their conditions of 
tenancy were nowhere explicitly recorded. West Bengal has almost com- 
pleted a scheme, 6 of recording of bargadars' rights, though nearly 30 per 
cent of such crop-sharers have not come forward to get their rights recorded. 
The ascertainment of the exact nature of rights in land in a country of over 
16 crore agricultural operators (inclusive of nearly 6 crore agricultural 
labourers, some of whom are in fact unrecorded tenants) is certainly a 
formidable task. The progress in the direction of preparation and revision 
of land records has been slow due to paucity of funds and organisational 
deficiencies. Slow progress in this respect has been at least partly responsible 
for the inadequate flow of farm credit to small and resourceless farmers. 

5. Planning Commission — Sixth Five Year Plan 1980—85, p. 116. 

6- The scheme is usually referred to as 'Operation Barga\ 
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Provision of home-stead land on a secure basis to the landless rural 
workers and artisans has also been one of the declared objectives of land 
re-djstribulion policy in India. This was made a part of the Minimum 
Needs Programme (1971), the Twenty Points Programme (1975) as well 
as the Revised Twenty Points Programme (1982). Nearly 50 per cent of the 
tota\ number of eligible households were reported to have been allotted 
house-building sites in the rural areas of different States 7 by 1979-80. 


7. Planning Commission, Sixth five Year Ptan % 1980-85, p. 225. 
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Economic Transition in India 
in the Nineteenth Century 


In the fifteenth and sixteenth centuries geographical explorations and the 
gradual improvement in oceanic transport ^brought India into closei touch 
with the countries of Western Europe. Before this Indian commerce was 
largely conducted through the trading centres of the Middle' and Far East. 
Moreover, owing to the prevailing costs and risks of communication, 
only fuxury articles having a large value in a smJl bulk were exchanged 
in trade. The discovery by Portuguese sailor* of the sea-route to 
India via the cape of Good Hope diverted the direction of Indian trade 
by making possible larger shipments to Portugal, Holland, Denmark, 
France and England. Traders’ groups were formed in all these countries 
to specialise in trade with India and countries lying further east. The value 
of this trade was appreciated also by the Indian rulers of the period who 
gave various concisions to the first European merchants who set foot on 
Indian soil. Rivalry for these concessions and later rivalry for obtaining 
political power at the expense of the disintegrating native political autho- 
rity were a marked feature of European trading activities in the eighteenth 
and nineteenth centuries. In this intense rivalry the British East India 
Company ultimately emerged victorious and succeeded in winning an 
extensive empire for the British Crown. Important changes in the structure 
of commerce were taking place throughout this period with attendant 
changes in the nature and organisation of both agricultural and industrial 
production, in the means of transport and communication, and in social 
and political institutions and ideas. This entire set of changes has been 
often described as the Economic Transition in India . 1 

In the early years of commercial relations between India and Western 
Europe, various manufactured products of India were purchased by Euro- 
pean merchants for sale in Europe. But since the market for European 
products in India was extremely limited, Indian exports had to be paid for 
by the shipment of precious metals turn Europe to India. As the British 
merchants started acquiring a larger and larger share in Indo- 
European trade they had to face a mounting criticism in their own country 
that they were in effect destroying the manufacturing industries of Britain 

1. Sir Theodore Munson, Economic Transition in India (London, 1914). 
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and denuding England of the precious metals. 2 Severe restrictions were 
put on the annual export of bullion from England as well as on the sale of 
articles of Indian origin in the English market. 3 The difficulty caused by the 
restrictions on bullion export was overcome when, after the acquisition 
of Diwani rights in 1765, territorial revenues began to pour into the East 
India 1 Company's coffers. A substantial part of these territorial revenues 
was used as the ‘investment’ to purchase articles of trade from India; a 
certain portion of revenue was even used to buy goods for a similar pur- 
pose in China and the Far East. The character of articles entering in trade 
underwent a sea-change as manufactured articles of Indian origin were 
gradually ousted from European markets. Instead, industrial raw materials 
and other tropical commodities, such as cotton, indigo, sugar, tea, coffee 
and foodgrains, began to figure prominently in Indian exports. After 1813 
the British Government's policy was to encourage Europeans to and 
settle in India in order to develop large-scale, progressive agriculture, 
although this policy was successful only to a limited extent. 

The external commerce of India received a further impetus as England, 
after having established her industrial and military supremacy, found it fit to 
abandon the principles of Mercantilism and adopt instead policies of duty- 
free and unrestricted trade. The various restrictions on foreign shipping and 
excessively high duties on goods carried by foreign ships were finally given 
up in England in 1853. In the quinquennium 1854-1859 imports into 
India (Rs. 15.37 crores) were nearly four times higher than during 1 834— 
1839 (Rs. 4.97 crorc.sl. Exports rose during the same peiiod from Rs. 11 
crores to Rs. 22.2 crorcs. 

The replacement of sailing ships by steamships, occurring after 1840, 
was a further influence favouring expansion of India's trade with the rest 
of the world. Countries other than England had also begun to expand. 
Originally it was the West European countries led by Germany, which came 
into closer trading relation with India. Towards the end of the nineteenth 
century the United States and Japan also appeared on the scene selling 
their finished products in India. After 1869 the sea route between India and 
Europe was considerably shortened by the opening of the Sue/ Canal. The 
laying down of submarine cables and spread of international postal facili- 
ties considerably helped the processes of trade. 

Along with changes in the conditions of external commerce, the inter- 
nal market of the country was also being opened up. Duties on internal 
transit of goods, which stood in the way of the free flow of goods from one 
part of the country to another, were rapidly abolished after 1836. The 


2. Under the influence of the body of thought known as Mercantilism, people in this 
period were apt to believe that the precious metals constituted the real wealth of the country. 

3. The restrictions were at their severest during the critical years 1798-1812 when 
England was waging a life-and-death war with Napoleon’s France. 
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railways and road-building programmes undertaken since the middle of 
the 19th century created a veritable revolution in the means of transport. 4 
Difficulties about means of payment were solved after 1835 when a uniform 
Rupee coinage was legalised throughout the country. By the third qdarter 
of the nineteenth century free trade principles were so much extolled as to 
lead to the abolition of almost all import duties by gradual steps after J875. 
Export duties were similarly taken off in that year except a 3 per cent duty on 
exports of oilseeds, rice, indigo and lac. in 1880 all export duties were 
abolished except that on rice. Import duties were totally abolished in 1882. 

The outcome of all these factors was to increase rapidly the volume of 
external trade. During the quinquennium 1864-65 to 1 868-69 the average 
annual value of private merchandise trade (imports and exports) was 
about Rs. 87.5 crores. This rose*in 1913-14 to Rs. 427 crores. As already 
pointed out, the country’s exports now began increasingly to take the form 
of agricultural or mineral caw materials and foodgiains, while the imports 
came to consist of manufactured goods. 

A direct consequence of this change in the natufe of India’s foreign 
commerce was the decline in the demand for hand-made products formerly 
turned out for both domestic and foreign consumption by India’s weavers, 
metal fabricators and millions of other craftsmen. Since these people were 
mostly conservative, poor, caste-ridden and illiterate they could not organise 
on their own initiative to meet the challenge of the imported manufactures 
by introducing more modern methods of industrial production. The 
government oi the day was completely indifferent to the suffering of these 
unfortunate people. As a consequence, the only way for them to survive was 
to take to agriculture, either by claiming a share of their patrimony, or 
by joining the ranks of landless rural labour. This large-scale abandon- 
ment of their traditional industrial occupations by Indian craftsmen and 
their joining the ranks of agriculturists has been described as the "‘de-indus- 
trialisation" of the Indian people, which surprisingly occurred at a time 
when most European countries and Japan were creating conditions for the 
expansion of industrial employment for their own people. Such a sudden 
swelling in the number of people in agricultural occupations led to an 
enhancement in rentals and land values, caused sub-division and fragmen- 
tation of landed property and gave rise to the problems of uneconomic land 
holdings and unproductive rural debts. 

Some changes in the organisation of domestic production came to be 
dependent on imports of improved equipments from the industrially deve- 
loped countries. Such imports, however, were extremely restricted in the 
first instance because of the inability or unwillingness of the bulk of the 

4. The railways were so constructed that principal ports like Calcutta or Bombay were 
linked up with the interior, thus facilitating the movement of good.® into and out of the 
country. 
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population to have recourse to new techniques of production. The new 
techniques, it must also be remembered, were generally labour-saving and 
whenever they were introduced the problems of unemployment and under- 
employment were intensified. There was no agency to look after the proper 
rehabilitation of the technologically unemployed population who also 
had to fall back as a last resort on agricultural occupations. To a certain 
extent, howevei, the introduction of public works like road and -railway 
construction and the rise of modern industries in the second half of the 
nineteenth century must have created new opportunities for the more enter- 
prising section of the population who came forward to take up jobs in these 
growing sectors by defying in large measure the rules of caste. 

The creation of gradually widening opportunities for the sale of bulky 
articles abroad led also to significant changes in the pattern of agricultural 
production. Whereas formerly the farmers produced to meet only the needs 
of their family-members and theii share of such obligations as the cost of 
upkeep of village menials and of State revenues, now they began increa- 
singly to produce for cash sales. 5 Thus ‘subsistence' farming began to give 
way to ‘commercial agriculture' and the traditional isolation of the village 
was ended. The ‘commercialisation of agriculture' led to some amount of 
regional specialisation. Farmers in different parts of the country, instead 
of growing all the crops needed for their consumption, began to produce 
one or two cash crops which were suited to the regions where they lived and 
which could be disposed of at the highest profit. With the cash thus earn ed 
they could buy their requirements, including their food requirements, from 
the market. Thus the use of cash for various purposes began to penetrate 
the villages. Instead of a simple exchange of goods, resorted to only when 
necessary, a regular ‘cash nexus' came to be established between the village 
and the outside woild. A number of new crops like tea, coffee, jute and 
indigo came to be introduced mainly with an eye to the export market. 
Crops which were not hitherto grown in India, such as potatoes, also began 
to be taken up eagerly by Indian cultivators because of their commercial 
value. 

The transition from subsistence farming to commercialised agriculture 
necessarily involved the coming into existence of a group of middlemen 
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traders specialising in the marketing of the cash crops. The indigenous 
middleman became a link between the petty cultivators in the villages and 
the export agencies with their world-wide connections. The prices^ of 
Indian crops came to depend on world prices. A general upward movement 
in the prices of cash crops was to be expected as world demand, determined 
largely by the level of prosperity in the industrially developed counfries, 
began increasingly to turn towards India. 

The requirements of export trade brought into existence a number of 
minor industries such as cotton-ginning and pressing factories, jute presses, 
mills for polishing of rice, tanneries for leather and so on. Extraction of 
minerals other than coal developed mainly in response to the demand 
coming from abroad. Certain forest products like lac began to be exported 
in larger and larger quantities and systematic cultivation of important 
forest products was a natural consequence of such development. 

With the expansion of trade and production came the need for the 
expansion of financing facilities. Agency houses which took the initial 
responsibility *..f financing external and internal commerce and early indus- 
trial ventures, were supplemented by banks, both European and Indian. 
Through these agencies a considerable amount of foreign capital came to 
be employed in Indian commercial and industrial ventures. In addition, 
the British Railway companies invested capital in India and the Government 
of India obtained funds by borrowing abroad for the construction of 
railway and irrigation works. The economic transition in India in the nine- 
teenth century depended to a considerable extent on the inflow of foreign 
capital as well as foreign managerial expertise through the Managing 
Agency Houses which were a peculiar outcome of l>'do-British economic 
relations during this period. 

The effect of the great changes in transport and trading opportunities 
was to make villages more and more dependent on the outside world for 
their economic needs. The ancient village community in India has often 
been compared with a self-sufficient Republic with the minimum of 
contact with the rest of the country, not to speak of the other nations of 
the world. Each village could look after all its regular economic needs 
because each had a complement of local rural artisans who served the 
villagers and received a customary remuneration in the form of a share in the 
agricultural crops or a portion of the cultivable land of the village. 
Administratively the village was run by a 1 'adman assisted by an accountant 
and watch-and-ward staff. In some villages, in addition to (or instead of) a 
single headman, there would be a council of village elders called a Panchayat. 
The exact administrative structure varied from one part of the country 
to another and also depended on the size and wealth of the village. On top 
of this there would perhaps be a remote landlord whose function would be 
to collect revenues for the State, preserve law and order in the area under 
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his charge and contribute troops to the government of the day during times 
of war. 

This largely autonomous character of the village was seriously impugned 
when the British authorities established a highly centralised revenue and 
judicial administration in the dilTerent Presidencies. As Sir Theodore Morison 
obsefved, the new system by taking charge of the functions previously 
discharged by the village Panchayat weakened the springs of local auto- 
nomy, and the Local District Boards, established later, have probably prov- 
ed no substitute for the narrower but more vigorous self-government of 
the village. 6 The village artisans who used to receive a customary remunera- 
tion, irrespective of the work done in a particu'ar yeai, were put more and 
more on a contractual basis, being paid according to the amount of work 
actually done for a particular consumer. The inroad of imported consumer 
goods in many cases reduced the villagers' demand for the traditional serv ices 
of the artisans ana the latter were foretd to swell the ranks of gen lal 
unskilled labourers, Wherever possible the redundant labourers turned 
their back on the villages and took up employment in the newly developing 
factories, mines and plantations. The extent of such emigration from the 
village of course varied with the proximity of the village to railways or to the 
growing urban centres. 

The factory system of production, by bringing together large masses 
of workers belonging to dilTerent castes under a single roof, uprooted deeply 
ingrained habits of thought and work. The railways compelled people of 
high and low castes to rub shoulders with one another when travelling in 
the same compartment. Thus the economic transition released forces 
tending to modify the social structure, although it will not be correct to say 
that all traces of traditional caste prejudices against certain occupational 
groups have even today been totally wiped out. 

The old Indian village was the home of large joint families in which 
all near kinsmen lived in the same house and ale in the same kitchen. 
Usually it was the oldest living male member of this extended family who 
would manage the family property and look after all important domestic 
affairs. As the villages began to be linked up with urban centres, some 
members of the family found it lucrative to migrate to towns and take up 
urban occupations. The lack of accommodation in urban areas and other 
factors made it impossible fur the entire family to live under one roof and 
brought about the dismemberment of the extended family. While some of 
the advantages of joint living, such as greater security, were thus lost, the 
‘nuclear’ family, adjusted to conditions of urban living, probably encouraged 
regular work habits and thrift on the part of the heads of such families. In 
these and other ways the economic ‘transition’ brought in its wake marked 
changes in the pre-existing social structure. The forces producing these 


6. Sir T. Morison, op. cit. % p. 38. 
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changes have been at work throughout the period of our study and have 
not ceased to operate even to this day. 

Commercialisation of Agriculture 

Commercialisation of agriculture, that is, production of crops for mfcrket 
sales rather than for family uses, started in the early years of the nineteenth 
century and gained in momentum after the opening up of the country by 
roads and railways in the middle oi the century. The reasons for the transi- 
tion of agriculture from a basis of family self-sufficiency to a basis of com- 
mercial gains are not far to seek. In the first place, the need for some cash 
earnings had arisen in the village owing to the introduction of cash assess- 
ments in the system of revenue collection as well as to the greater use of 
money (jpr credit purposes. Secondly, the growing commercial classes flock- 
ed to the villages to secure crops for trade and their insistence led the 
villager to plant cash crops, particularly when they were indebted to the 
traders their occasional ceremonial and other expenses. In course of 
time the shrewd farmer himself began to appreciate the importance of 
cash crops, lie found it easier in many cases to meet his subsistence needs 
by selling cash crops instead of growing food on his own land. The relative 
prices of cash crops and food crops began to determine more and more the 
uses to which his land would be put. The growth of cash crops was also 
encouraged by the Government of India's agricultural policy which remained 
geared throughout the nineteenth century, and even later, to meeting 
the raw material requirements of British industry rather than to any purely 
domestic ends. As the tanner’s requirements of cash were more or less 
determined by the amount of land revenue and other contractual demands, it 
would be natural for the farmer to vary his output of cash crops inversely 
with the market price of such crops. Statistical evidence in recent years 
indicates, however, that farmers' demand for cash incomes has now lost the 
inelasticity it had in earlier periods. 

With the spread of commercialisation, agricultural production began 
to get localised. It now became possible for a particular area to grow 1 simply 
one variety of commercial crop and trade it for its food and other require- 
ments. It is obvious that such specialisation was dependent on the extensive 
network of communications that was being built up in different parts of 
the country. 

The export of agricultural products was sometimes attributed to the 
exploitation of the farmer through unduly burdensome land taxes. The 
late Romcsh Chandra Dutt believed that India's comparative advantage 
lay in the production of cotton textiles and not in agricultural raw materials. 
The British Government, by artificially restricting the inflow ot cotton 
textiles into England, was forcing Indian trade into channels which were 
not justified by India’s natural advantages. The farmers, he believed, were 
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being forced by extremely severe revenue demands to sell more of their crops 
than they would themselves consider desirable. 

It is perhaps true that the relatively small farmers could derive veiy 
little benefit from the commercialisation of agriculture. As agriculture 
became the hand-maiden of trade, the commercial interests began to appro- 
priate the larger share of whatever gains accrued from the country's agri- 
cultural exports. The farmer, in fact, was made to bear all the unfavourable 
consequences of the instability to which the world trading system in 
agricultural products was usually subject. In a period of falling prices, the 
farm-door prices would be cut down promptly. But the benefits of rising 
prices would be slow to reach the farmer even when they reached him at 
all. 

One of the early events that sparked off a boom in agricultural trading 
was the Civil War (1861-64) in the United States of America, Ij’or some 
years before the Civil War broke out Lancashire cotton manufacturers who 
derived the bulk of their supplies of raw cotton front the USA had become 
apprehensive of their excessive dependence on a single source of supply. 
They had initiated, through the Secretary of State for India, a number of 
measures that were calculated to increase the production of good, clean 
cotton in India. But these measures succeeded only to a limited extent. As 
the USA plunged into a Civil War, British purchase of raw cotton in India 
suddenly went up. Not only exports of cotton but of several other raw 
materials like jute and oilseeds also expanded during the 1860s. 

It is still a matter of debate whether the expansion of commercial agri- 
culture in India has taken place at the expense of foodcrops. While this may 
have occurred in some regions of the country, the overall picture is that the 
area under commercial crops has been obtained mainly by extending the 
acreage under cultivation. In 1950—51 only about 20 per cent of the gross 
cropped area was under the recognised commercial crops, viz cotton, 
jute, sugar-cane and the various oilseeds. Commercialisation of agriculture, 
however, has spread also to the foodgrains since an increasing proportion 
of the total production of all foodgrains nowadays passes through the 
market instead of being consumed on the farm 


De-Industrialisation: The Decline of Handicrafts 

For the larger part of the eighteenth century Indian cotton textiles enjoyed 
a cost advantage over corresponding British (or other European) manu- 
factures. 7 Metallic industries in India were also as efficient, from the tech- 
nical point of view, as similar industries in Western Europe, except for 


7. Cf H.H. Wilson: .the cotton and silk goods of India ..could be sold for a profit 
in the British market at a price from 50 to 60 per cent lower than those fabricated in 
England.” ( History of India, Vol. I, p. 518), 
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some special products. India could then provide the rest of the world with 
a variety of hand-made artistic wares, while she needed very few manu- 
factured articles from abroad. 

Tnrce kinds of industry existed in India --the rural cottage industry 
usually providing the day-to-day requirements of the agriculturists in the 
village, the urban domestic industry turning out various products fdt the 
use of townsfolk and carried on by- family members, possibly in a room in 
the house where the family lived and, finally, the small urban factory pro- 
ducing more sophisticated products, engaging some hired labourers and 
generally carrying specialization further than in domestic industry. Urban 
industry of all types depended for its prosperity on the patronage of the 
king and his entourage. In the Mughal period the urban areas resembled a 
military camp more than a settled commercial or industrial city with which 
nowadays we are familiar. 

The East India Company found it profitable to carry’ on export trade 
in Indian manufactures with England and Western Europe. Although, 
beginning 1700, restrictions were imposed in England on the import 

of silk goods from India to protect English silk weavers, such restrictions did 
not initially affect the sales of Indian handicrafts. Silk goods from Bengal 
continued to be exported to France and other European countries, although 
not to England. But political disintegration in India, economic exploita- 
tion of artisans by foreign merchants and their Indian agents and, finally, 
the introduction of mechanical inventions and application of steam power 
to British cotton textile industries which greatly increased their producti- 
vity gradually brought about the decline of the handicrafts in India. 

A very large part of the domestic demand for handicraft products 
always came from the royal court. With the decline ir, royal power, such 
demand naturally dwindled. Karkhanas which were set up in different parts 
of the country to provide the requirements of the royal court and the urban 
nobility had to be closed down when the establishment of British rule in 
India dislodged the local rulers and their camp-followers. 

As the power of the native rulers declined, British merchants and their 
commission agents began to exercise illegitimate pressure on craftsmen for 
delivery of goods to them on a priority basis at unduly low prices. Crafts- 
men were forced to sign agreements for delivery which, under more normal 
conditions, they could hardly be induced to do. The Directors of the East 
India Company issued ineffective warr'^gs from time to time against 
such inconsiderate exploitation of the manufacturing classes. Some of 
them could realise that it was not a wise policy to “kill the goose that lays 
the golden eggs”. But the men on the spot in India wanted to make quick 
money and return home to live like Eastern Nabobs ever after. They paid 
little heed to the importunities of their masters, at least as long as their salaries 
were not substantially improved under Lord Cornwallis’s regime towards 
the end of the eighteenth century. Due to the exploitation of the merchants 
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Indian craftsmen were forced to abandon their crafts in some cases or flee 
to regions where more sympathetic policies were still pursued. 

In the last quarter of the eighteenth century application of steam power 
to industrial processes became possible in England. A series of inventions 
occurred in the British cotton textile industry which greatly increased the 
speed of production of cotton yam and piecegoods and considerably reduced 
their cost of production. Having by that time consolidated their political 
position in India the British manufacturing interests could easily take steps 
to expand their market in this colony. Instead of helping India to acquire 
the new techniques of manufacturing, her rulers decreed that India, in spite 
of her immense reservoir of manufacturing skill, should henceforth become 
a grower of raw produce to be turned into manufactured good* in England. 
Unrestricted competition from British manufacturers, coupled with crip- 
pling restrictions on domestic commerce, was responsible for speeding up 
the decline of Indian handicrafts in the early years of the nineteenth century. 

The establishment of British rule in India led to many changes in the 
mode of living of the upper classes in India. The new middle class, a 
product of English education, imbibed the tastes of the English gentry dis- 
carding the country’s traditional style of living. The demand for many 
varieties of domestic craft products declined in consequence, while imports 
from England increased. 

The handicrafts, however, could not be completely wiped out. In the 
rural areas, largely because of widespread poverty, standards of living 
continued unchanged for a much longer period than in the towns. Village 
artisans had, therefore, a longer lease of life than their urban counterparts 
who depended largely on the custom of people in the upper echelons of 
society. Delay in the opening up of communications in the interior of the 
country also protected the rural artisans for several generations. In res- 
pect of cotton and silk textiles demand for the products of Indian handi- 
crafts was maintained also because many types of coloured textiles arc used 
by the rural people for wearing on ceremonial occasions and the demand for 
each type is so small in volume that machine production on such a small 
scale would be uneconomical. Similarly the village iron-monger or wood- 
worker was not eliminated because, demand for small implements continued 
to come from farmers working on their tiny holdings who naturally also 
wanted to have repairing services closeat hand. These factors explain why 
handicrafts still survive, particularly in rural areas, and why even to-day, 
there are more workers in the handicrafts than in the organised industries 
using ihore recently developed technological processes. 
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Famines and Fdtnine Relief 


Famines occuricd in India at more or leo regular intervals throughout the 
period of British rule, the la-t major disaster being the Bengal 1 amine of 
1943. When British rule wa> first established, the rulers v^re ill-prepared to 
mitigate the effect- of famines, even when, such famirm. were cau ed only 
by local failure of crop. and w«*p; not very wjck.prcad. As the adminis- 
trative agencie> were improved and particularly a. the railway network 
connected the different p:ir» > of the country, large- eale lews of life from 
starvation could usually he prevented, But C'.en -n the Bengal famine of 
1943, the death-toll mounted to 1 5 million or more. 

The earliest -evtre famine during the Last Jndij ( ompanyk reign was 
the tami.iv. m Bengal, Bihar and Or. a m 1770. from 1768 the rrion.soor , 
were scanty. Prices of foodgrains began to r; until in 1770 there deve- 
loped a serums shortage of food. The n»uat. m wa- aggravated by the 
unscrupulous tiadmg m foodgrains indulged in b. ‘-me Briti-h officials and 
their agents. According to a contcmpivary e-iim;. : ah.-ai 10 milium people 
perished m this famine, nr one-third of the LdmuicJ total population of 
this region. ] he only measures taken to deal with a calamity of this mag- 
nitude were certain relief measures like free kitchen-, too few m iclation to 
the need, and a few ineffective regulations on trading in foodgrains. The 
Company did not even arrange for emission < * land revenues after the 
famine. On the contrary, recovery from the after-el* . ts of the famine was 
made immensely difficult by a continued increase in the Company’s land 
revenue assessment. 

In 1783 there was a widespread fanrne affecting almost the whole of 
Northern India, parts of Madras and Bombay and the States of Rajputana. 
Failure of rains, an invasion of locusts m some parts of the country and 
wars in the South brought about this calamity. In pite of general suffering, 
the East India Company continued its revenue demand unmitigated. The 
only steps taken were to check unscrupulous trading in foodgrains and to 
encourage some migration from the scarcity-affected arc 's. 

During the years 1790-93 arm cr severe famine engulfed Bombay, 
Gujarat, the Northern Circam (modern Andhra Pradesh}, Orissa and 
certain districts of Madras. While in Western India relief measures were 


1. Fine rice rose in pncc from 2K seers a Rupee to 3 seers a Rupee. In r enor grains rose 
from 45 seers to 4? *ecis a Rupee. 
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arranged by the Maratha ruler (Peshwa), in Madras the Last India Company 
organised some measures of relief. A list of people in need of relief was 
drawn up by the Company’s officials and relief works were started to help 
such people. 

Rains failed again during 1802-04 over an immense tract of land from 
Uttar Pradesh in the north to Madras in the south. Wars were also a con- 
tributory cause of the famine in South and Central India. The Government 
of Bombay dealt with the famine in its territory by arranging for imports 
of foodgrains and succeeded in holding down food prices. To provide 
employment to the people affected by drought conditions both th«- Govern- 
ments of Madras and Bombay opened relief works. Revenue remissions 
weii granted in tin L .P. and loans (‘takavi’) were granted to enable farmtis 
to tide over the crisis. In certain areas bounties weie provided by the govern- 
ment on foodgrains imported at relatively high prices from other regions of 
the country. 

Madras and the Carnatic were again visited by a severe, famine in 1806- 
07. There were many deaths fiom starvation as people without work in the 
fields moved to the cities in search of work and food. The Govcrnmt nt of 
Madras had to import food and sell it to the people at reasonably low pi’ccs. 
But this measure of relief came rather late, after many people had died. 

The rains failed m Wes'ein India and parts of North-West India in 
1812 and scarcity of food continued in this region till 1815. In Gujarat 
locusts and the ra' pest also caused severe destruction of food. In this famine 
also some people were employed on relief works and paid in kind. Bu* the 
relief thus provided could not mitigate the hardships caused by an inflexible 
land revenue policy. 

High prices of foodgrains continued to prevail in most parts of North- 
West India during 1819-20. Madras was affected by scarcity in 1823, Bom- 
bay in 1824 and the northern districts of U.P. in 1825-26. In Madras the 
authorities provided for subsidies on imported foodstuff, but otherwise the 
general policy was one of non-intervention. Revenue settlement operations 
which weie going on at this time paid little attention to the need foi revenue 
remission in years of exceptional distress. 

At the beginning of the 1830s Delhi and the areas adjacent to it were m 
the grip of acute food scarcity. In Madras the rains tailed in 1832 and in 
the ensuing famine thousands of people lost their lives. The Deccan as a 
whole suffered from food shortage throughout this period. The people of 
Delhi and Rajputana were once again severely affected by the failure of the 
monsoon in 1837. The distress was so great and people’s discontent so 
mounted that food riots became frequent. The Government attempted to 
maintain a semblance of order with the help of troops, but financial strin- 
gency stood in the way of extensive relief measuies. A very inadequate 
works piogramme was taken up to provide employment to the uprooted 
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agriculturists. Many people migrated to other areas in seaich of jobs and 
food. 

In 1854 a famine struck the northern districts of Madras Presidency. 
Nearly 3 million people were affected. Works were started to pi ovide relief, 
but these could not help more than a fraction of the people aflected. The 
expenditure on the works programme over a period of nine months # amoun- 
ted to over Rs 12 lakhs. 

After the Indian Mutiny agriculture remained unsettled for several 
years over a large part of the cuuntry. The monsoons during 1858-60 were 
also unfavourable. Jn 1860 a famine spread over the U.P., Ajmer and the 
eastern districts of the Punjab and continued well into the next yeai. There 
was large-scale unemployment and starvation. During this famine the 
provincial government displayed considerable initiative in laying down a 
policy for famine relief This policy won the approval of the Government 
of India in due course. The idea was to provide employment to able-bodied 
people at standard wages and to distribute gratuitous relief to old people, 
wom ,a n M children who were unable to work. Government also played a 
major role in the organisation of relief funds with public contributions, 
including contributions from Britain. After this famine the Government 
of India appointed an official. Col. Baird Smi'h, to enquire into the causes 
of the famine. One of Col. Smith’s recommendations was to introduce a 
permanent settlement a policy that was later advocated by Romesh 
Chandra Dutt —to help agriculturists in India. 

The next famine of considerable severity occurred in 1866-67 when large 
tracts in Orissa and Madras were affected. Some of the Western districts 
of Bengal and Southern Bihai also suffered from food scarcity. The cause 
was a failure of rains m 1865, but other factors such as loss of non-agricul- 
turul employment, excessive land revenue burdens and exports of food' 
stuffs also played some part. Relief operations were rather half-hearted at 
first, but as food riots broke out in different areas the government had to 
sanction larger funds for relief purposes. Towards the end of 1866 the 
Government of India set up the Orissa Famine Commission under the chair- 
manship of George Campbell. Theirs was the first detailed report on 
famines and famine policy by an official Commission in India. The Com- 
mission recommended among other measures that plans for public works 
should be kept ready well in advance of a famine. Another investigation 
was made about this time regarding the adequacy of famine relief measure* 
in Bihai, the investigation being entrusted to an official, Mr. F.R. Cockerell, 
by the Government of Bengal. Mr. Cockerell laid emphasis on the impor- 
tance of accurate statistics relating to population, the state of agriculture 
and trade, so that timely measures could be taken to relieve suffering in the 
famine-stricken areas. 

The next big famine occurred in 1868-70 over a large area in Western 
India. About 45 million people were affected by this famine. The distress 
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was most severe in Raj pu tana where a severe shortage of fodder was added 
to the shortage of food. Wutei was extremely scarce. Many villagers left 
their homes with their cattle in search of food, water and foddci. A large 
number of lives were lost because of a cholera epidemic that broke out 
during the famine. 

The, next three years were relatively free from shortages. In 1873, how- 
ever, the rains failed again and by the end of that year Bengal, Bihar and 
the eastern districts of U.P. were in the grip ot a lamine. The Governoi 
of Bengal’s recommendation to ban food exports and arrange for imports 
was rejected by the Government of India, since this would amount to govern- 
ment interference with private trade. But relief measures were undertaken 
quite promptly, the authorises having by this time learnt to sense the 
approach of a famine in advance. As the famine did not show any sign of 
abatement even in 1874, the authorities began to appreciate the need for 
importing food from other parts of the country through official agencies in 
order to supplement the activities of private traders. By a Resolution dated 
January 21, 1874, the Government of India appointed an official. Sir 
Richard Temple, to oiganise famine relief, specially by arranging for the dis- 
tribution of food in the interior areas. He introduced a number of very 
liberal measures which succeeded in preventing starvation deaths, but his 
action was latei criticised as too generous and extravagant. Even during 
a famine the authorities were rather over-scrupulous about the moral deg- 
radation of the people in their charge. Relief measures, they felt, had to 
be administered without impairing such moral virtues as thrift and self- 
reliance. 

The monsoon in 1875 was late in arriving and scarcity conditions 
reappeared in Northern Bihar by the end of that year. Madras was alTected 
by the failure of the monsoon in 1876. The conditions worsened in the 
course of the year and the entire region south of the Vindhyas came to be 
severely affected. This Deccan famine raged for three consecutive agricul- 
tural seasons. The economic distress of the cultivators was due also to the 
burdensome revenue assessments to which they had been subjected on the 
basis of the high cotton prices in the 1860s, but which they could no longer 
bear as cotton prices had begun to decline. Other taxes had also steadily 
inci eased since 1860, as the mounting government expenditure called for 
larger revenues. The Franco-Gcrman Wai in Europe during this period 
may also have been responsible for the general depression through which 
Indian Agriculture and trade were passing at this time. 

The farmers at first tried to make both ends meet by borrowing. The 
money-lenders trade was thriving as, without his help, the burden of 
revenue payments and enhanced taxation could not be borne by tin farmer. 
But interest rates were so high in the rural aieas that once a farmer ran into 
a debt, he had a negligible chance to get out of the money-lender’s clutches. 
As the economic distress increased, the farmers’ wrath against the money- 
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lenders exploded in a seiies of riots. One of the first was a riot that occurred 
in May 1875 in a village named Supa in Poona district. Later the riots 
spread to Ahmednagar district as well. The authorities succeeded in sup- 
pressing the riots, but failed to take timely measuics to avert the impending 
famine. Although the Government of Madras initiated in 1876 a proposal 
for the storage of grains through local purchases, this proposal wa^ turned 
down by the Government of India on the pica that such an action would 
amount to interference with private trade. It was indeed suggested that 
high foodgrains prices, by stimulating imports of food, would act as a 
natural corrective to scarcity. 

By the end of 1876 prices of foodgrains had almost trebled and food 
riots broke out in several parts of the Deccan. Work programmes were 
started all over the region, but these were generally poorly supervised. 
A la^ge number of agriculturists migrated to other areas in search of food 
and fodder. There was considerable loss of life. In 1877 the Government 
of India deputed Sir Richard Temple, who had considerable experience of 
famin~~a.f f ulministration, to make an on-the-spo*t investigation of con- 
ditions in the Deccan. By this time Temple had become more cautious. 
In his Minutes to the Government of India, he suggested a number of re- 
form measures, most of which were intended to save government expendi- 
ture on relief operations. He also found fault with the Government of 
Madras for paying what he believed to be too high wages to workers 
engaged on Hief-works and favoured greater strictness in admitting people 
to work under relief schemes. 

The famine spread to North India in 1877. Faced with a grave situation 
the Government of India, under the Viceroy’s ‘Lord Lytton) personal 
initiative, came out in August 1877 in favour of an overhaul of the existing 
system of famine relief administration. The provincial Governors were 
made personally responsible for the administrate n of famine relief. In the 
Government of India a Secretary was put in charge of famine administra- 
tion and direct link was established between him and the personal secreta- 
riat of the provincial Governors. The Government of India had so long 
opposed the Governments of Bombay and Madras regarding the scale of 
the public works to be set up for relief works. While the latter favoured 
large-scale construction works of some permanent benefit and under the 
supervision of the Public Works Department, the former was of the view 
that small local works supervised t the revenue officers in each district 
would provide all the relief that was necessary. Large works, it was felt, 
would impose a recurring financial burden on the government. The new 
famine relief policy formulated in 1877 resolved this controversy by admit- 
ting the need for large public works for effective relief. At the same time the 
policy statement stressed the need for keeping charitable help to a minimum 
and re-affirmed the desire of the government to leave private trade 
unhampered. 
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Though the famine in the Deccan abated 10 some extent in 1878, con- 
ditions in North-Western India did not improve. An unusually cold winter 
in 1877-78 added to the distress of the people in this region. Timely rains in 
1878, however, brought about some improvement and the scale of relief 
could be reduced by the end of that year. Local relief works had to be 
carried'on in some parts of Bombay and UP. even during 1879-80. 

On 16th May, 1878, the Government of India set up a nine-member 
Famine Commission under Sir John Strachey’s chairmanship to enquire 
into all aspects of the famines tjien raging in different parts of Tndia. There 
were two Indian members on this Commission, but as the final Report of 
the Commission was drawn up in the U.K. the Indian members were unable 
to sign it. The Commission’s report was published in 1880. In the fiist part 
of the Report the Commission discussed general economic conditions on a 
region-to-region basis and suggested reform** in the famine relief adminis- 
tration. In the second part were considered long-term measures to protect 
the country against such ravages. The third part contained a historical 
survey of Indian famines beginning from the Bengal famine of 1770. The 
Famine Commission's Report generally endorsed the policies adopted 
during the famine of 1876 79, but at the same time stressed the importance 
of toning up the administration. To achieve this end it was recommended 
that a Famine Commissioner should be appointed to co-ordinate all relief 
operations in a province. Improvement of statistics was greatly stressed 
and the appointment of district-level officials to supervise collection of 
agricultural statistics was recommended. Lvcry province, the Commission 
felt, should have its own Department of Agriculture. A Director of Agri- 
culture in each province should take charge of all works connected with 
agricultural statistics, while at the village level the office of the village 
accountant should be more systematically utilised. To strengthen the famine 
relief administration on its financial side, the Commission recommended 
the creation of a special Fund out of revenue surpluses. The proposal for 
such a fund had initially come from the Viceroy, Lord Northbrooke, in 
1874. In the budget statement of 1877-78 the principle was accepted that 
charges for famine relief should henceforth be looked upon as a recurring 
charge on the public revenues. In December 1877 a sum of Rs. 
crorcs was proposed to be raised by special taxation to meet the costs of 
famine relief. During 1879-80, however, the funds earmarked for famine- 
relief were diverted to meet other expenses, specially the mounting expenses 
of the Afghan War. The Famine Commission's recommendation was made 
in this background. From 1881 the Government once again decided to pro- 
vide a sum of Rs. H crores each year for famine relief and insurance. 

After 1880 there was some lull in major outbreaks of famines, but 
almost every year there were local pockets of scarcity. Adoption of relicl 
measures was now speedier than 1 >efore. Movement of foodgrains from 
surplus areas to scarcity-afFected areas was facilitated by the extension of 
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railways. 2 It was, however, private traders who were solely responsible 
for such food movements and were correspondingly benefited. The Govern- 
ment followed a strict ‘hands-off’ policy so far as the food trade was 
concerned. 

The Ganjam famine of 1888-89 affecting nearly 1.1 million people 
and the famines in Ajmer-Merwara and Central Madras during 1891-92. 
however, put the new famine relief policies to some severe tests. Loss of 
life could not be entirely prevented. Relief was organised, but either delay 
occurred in setting up relief-works or the scale of such works was inade- 
quate. Some loopholes in the existing famine relief policy were plugged by 
reforms introduced in a Government of India Circular of August 1893. 

By the end of the 1 9th century many people had come to believe that 
famines were a thing of the past. But the failure of the monsoon in 1896 
plunged large areas ot the country into a very severe famine which raged 
lor the next two years. Thanks to the experience gained in the earlier 
lamines, relict measures could be promptly set in motion. The Government 
could ceng* Palate itself on the scale of relief provided. Nearly 2.2 million 
people received some form of relief payment and total expenditure on relief 
measures exceeded Rs. 7.25 crorcs. Loss of life could not be entirely pre- 
vented, however. Deaths due to undernourishment could not always be 
distinguished from deaths due to other causes, but mortality rales rose 
sharply in some provinces like Madhya Pradesh and L.P. 

A six-member Famine Commission under Sir J.B. Lyall was constitu- 
ted in December 1897 to enquire into the effectiveness cf the relief policy 
pursued during this famine and to recommend measures for more effective 
relief. The Commission submitted its Report in October 1898. The Com- 
mission recommended a number of changes in the ore inisation of famine 
relief. One of its inipoitant findings was that there was little further scope 
of extension of railways from the point of view of famine relief. Hence, 
greater emphasis had to be laid in future on protective irrigation works. 
This vindicated the position of those critics of the Government of India 
like Romcsh Chandra Dutt who were time and again hitting out at the autho- 
rities' excessive enthusiasm for railway expansion and their lukewarmness 
in the matter of extension of iirigation. The critics themselves, however, 
were not inclined to depart from orthodox criteria in assessing economic 
benefits. They preferred irrigation works primarily because these were cur- 
rently yielding a satisfactory rate of rer r n while the railways were a losing 
concern. The authorities could perhaps plead that in opening up the country 
by extending the railways they were taking social benefits, rather than 
profits, into account, but to what extent they were guided purely by this 
motive and to what extent by the less pure motive of opening up Indian 

2. This was one of the recommendations of the Famine Commission of 1878-80. The 
railway mileage went up from 9,000 in 1880 to 20,000 in 1890. 
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territory for the benefit of British industry and commerce it is difficult to 
assess. 

7 he closing years of the nineteenth century saw another famine of con- 
siderable severity spread over several provinces. The most distressed areas 
were Madhya Pradesh, Rajasthan, Southern Punjab and Central Bombay. 
There Mere drought conditions throughout this region and it was said that 
such poor rains were not experienced in India for the previous 200 years. 
Relief operations were set in motion from October 1899 and had to be 
carried on in most parts of the affected region until the end of the following 
year. Jt was estimated by the Famine Commission which was set up in the 
wake of this famine that over 1.2 million people lost their lives during this 
calamity. 

The Famine Commission appointed in October 1900 worked under 
the chairmanship of Sir A.P MacDonnell. it submitted its Report in May 
1901. The Commission's Report brought out that the authorities were 
caught unp/epared by this famine as they had not expected another severe 
famine to follow so fait after the 1896 97 famine. The need for keeping the 
famine relief administration in high gear all the time was repeatedly stressed 
in the Commission's Report. Several measures to improve the adminis- 
trative system in respect of relief works were suggested. One of the points 
made by the Commission related to the role of private agencies in famine 
relief. It w as urged that, as far as practicable, relief should be administered 
through non-official agencies. The Commission upheld the importance of 
a ‘moral strategy’ in famine relief measures in order to sustain the morale 
of the people m a famine-affected locality. For long-term improvement the 
Commission urged greater attention to agricultural education and research, 
expansion of agent ics’for rural credit and extension of both irrigation and 
railway facilities. 

The monsoon in 1905 was again adverse. The U.P. and Bombay 
experienced famine conditions during 1905-06. Relief operations were set 
in motion in the closing months of 1905 and continued for over a year. The 
Punjab and Fastcrn Bengal faced near-faminc conditions in 1906 and 
required relief measures for several months. Next year (1907) Northern 
Bihar was hit by a severe flood and large-scale unemployment and starva- 
tion followed in a w ide area. The U.P. was again facing famine conditions 
in 1907-08 with a failure of the South-West monsoon. Conditions in 
Madhya Pradesh and Bombay also caused anxiety. In 1908-09 famine 
conditions were reported from parts of Orissa, Bengal and U.P. Bombay 
was afflicted by near-famine conditions in 1913-14. Thus, during the 
opening years of the present century up to the beginning of the First World 
War, some part or other of the country had to suffer from famine or near 
famine conditions and called for expenditure on relief. 

The yeats of the First World War also were not free from local scarcities 
due to failure of the monsoon. Relief works continued to be organised as 
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and when scarcity conditions appeared. The last year of the War (1918-19) 
was particularly had. The south-west monsoon failed over a wide area, 
particularly in the U.P. and M.E and the loss in crop production due to 
adverse weather conditions was estimated as no less than 20 million tons. 
About the same time an influenza epidemic was raging in most parts of the 
country and the rate of mortality rose sharply. Prompt organisation oPrelief 
measures, including the import of 2 lakh tons of Australian wheat on 
Government account, mitigated th^ effects of this famine to a great extent. 
Government also imposed restrictions on the private export of foodstuffs, 
indicating thereby that the era of unrestricted private trade in foodgrains 
was coming to an end. 

Although local scarcities continued to plague the inhabitants of the 
country occasionally during the inter-war period, the improvement in trans- 
port conditions and in the organisation of relief measures enabled such 
local shortages to be met from the surpluses of other regions. Starvation 
deaths became uncommon and the Government could claim that famines 
Jiaa been banished from India. But the Second World War, by clogging 
the operation of the normal administrative machinery, turned a local short- 
age in Bengal into a major disaster. In the terrible Bengal famine of 1943 
nearly K5 million people were estimated to have perished. The Woodhead 
t<*mmission, appointed in 1944 to enqu're into the causes of this famine, 
pointed out that the local shortage in food supplies could have been made 
up by imports from outside Bengal if the administrative machinery were 
geared to the leok. The situation was made worse by large-scale hoarding 
of foodstuffs by private traders. The traders made enormous profits as the 
pi see of rice in Bengal rose in April 191 1 to five or times the level pre- 
vailing about a Near ago 

Relief measures were not taken in hand until August 1943, as the 
Go\ eminent d : d not at lirst like to admit, in the interests of war propaganda, 
that food was in short supply. Even when a relief organisation was set up 
it found itself unable to cope with the situation because (a) enough funds 
could not be appropriated for lelief, and ( b ) railway transport did not 
accord the necessary pnonty to food movements but continued to treat 
the movement of troops and war materials as more important. Medical 
and public health measures also proved inadequate and many people died 
from preveytible diseases which broke out in the wake cf the famine. 

The famine of 1943 was foreshadi 1 ed by shortages occurring in the 
two previous years. The aman crop harvested towards the end of 1940 was 
rather scanty and stocks had to be depleted to maintain consumption levels 
m 1941. l'he aman crop of 1941 was average, but it did not permit the 
replenishment of stocks. When Burma was lost by the British in the early 
months of 1942, those parts of India, such as Cochin and Bombay, which 
depended for their lice supplies on Burma, turned to the Bengal market. 
Wiih the cessation of imports from Burma and without an alternative 
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source of supplies, Bengal’s rice market was violently upset. On lop of 
this came the cyclone in certain coastal districts of Bengal and the partial 
destruction of the aman crop of 1942. Movement of surplus food from the 
interior was greatly hampered by the government’s ‘denial’ policy under 
which country boats and other transport vehicles were requisitioned 
by tfte defence authorities for fear that these might fall into the enemy’s 
hands. 

In the early months of 1943 the Government of Bengal tried to grapple 
with the situation by acquiring surplus food from the farmers’ stocks. But, 
in the absence of an official agency for this purpose, 'procurement' opera- 
tions had to be entrusted to agents chosen from the trading community. 
Such procurement was likely to be half-hearted and arrangements for the 
distribution of the procured surplus weie also faulty. Bathed by the situa- 
tion the Government hastily retreated and declared the abolition of all 
official controls on food in March 1943. This hastened the disaster. During 
the period August-October 1943, the famine was in full swing. 

The famine of 1943, unlike some of the eailier famines, was characteriz- 
ed by an absolute shortage of food. In earlier periods local crop failures 
which used to bring about famines in some part or other of the country 
gave rise to joblessness and loss of incomes, but traders could usually be 
relied upon to bring in adequate stocks of food at a price, f rom this point 
of view the famines in India in this period were “not famines of food, but 
famines of money". 3 In the Bengal famine of 1943 the trading channels 
were blocked by transport difficulties, the war psychosis and haphazard 
official regulations. Yet the .extent of food shortage was not very large; 
the Woodhead Commission calculated that the shortage amounted to only 
three weeks' normal requirements. Organizational failures at all levels 
must be blamed for the large-scale loss of life which resulted from this small 
shortage. It has been aptly described as a ‘man-made famine'. 

After the attainment of Independence India has cxpei ienced serious 
crop failures on several occasions, but thanks to the timely intervention of 
the authorities and the greater availability of imports of food on aid terms 
these occasions have passed off without much loss of human lives. The 
failure of the monsoons as well as natural calamities like Hoods and hail- 
storms are likely to cause damage to crops in some part or other of this 
vast country almost every year. Relief measures have to be undertaken by 
the State Governments, almost as a regular measure, to look after the people 
who are afflicted by such calamities. 

Famine Relief Policies 

The Government of India hardly had any defined policy regarding the 

3. In 1861 Col. Baird Smith described Indian famines as “famines of work than of 
food*’. Report , para. 175. 
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administration of famine relief before Lord Lyttorfs Viccroyalty. When 
famines occurred, ad hoc measures were adopted to relieve suffering, such 
as opening of free kitchens, granting bounties on imported food and so on. 
But little attempt was made in an unfavourable season to utilise the man- 
power temporarily thrown off agricultural work. The effectiveness of relief 
operations depended very largely on the local administrators as thefe were 
no guidelines to direct them regarding their duties on such occasions. 

, Public works of different types came to be undertaken as a measure of 
famine relief during the famine in the North-Western Provinces (roughly, 
present Uttar Pradesh) in 1860-61. Sir George Hdmonstone, the Lieute- 
nant-Governor of the province, issued a Circular on 18th July, 1860, calling 
the attention of his subordinate officials to the impending famine and out- 
lining the steps necessary to relieve suffering. The policy outlined by him 
received approval from the Government of India later in the year. The 
essence of the policy was to provide employment to the able-bodied workers 
and to arrange for free distribution of food to the children, the old and the 
intirm 1! : wages to be paid to workers on relief were to be kept at the 
lowest possible level, so that workers would be induced to go back to 
their regular work as soon as such work coula begin. Lor gratuitous relief 
funds were to be collected by public subscription, the Government adding 
a sum equal to the amount collected from the public. The need for remis- 
sion of land revenue was recognized and takavi loans to cultivators w'ere 
liberalised. 

During the Orissa famine of 1865-67 similar policies were followed, 
but administrative failures were responsible for the very limited scale of 
relief provided to the sufferers. An innovation in this famine was the 
system of ‘village relief’ which provided for gratuitous relief reaching the 
needy sufferers in their village without requiring them to attend work- 
houses or relief-centres. This famine also saw an important change in 
government policy regarding food imports. Instead of leaving such 
imports to the discretion of private traders, the Government took the 
initiative and advanced Rs. 20 lakhs from the public exchequer to expedite 
imports. 

In the Rajputana famine of 1868-70 the Government of India showed 
commendable foresight and by issuing an early circular, dated 2nd Sep- 
tember. 1868. directed all officials to take ‘prompt and vigorous’ measures 
tor relief. In its Resolution of the 24th September, 1868, the Government 
of India assured work to the able-bodied, subject to the condition that 
the number of relief works to be started would depend on the availability 
of supervisory staff. It also extended the scope for government participation 
in gratuitous relief. Instead of putting in a sum just equal to that raised by 
public subscription, the Government, it was recognised, might have to 
spend more in order to fulfil its liability ‘for the support of the really help- 
less’. Various impediments to the free movement of foodgrains were 
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promised to be removed and liberal assistance was made available to Provincial 
governments for distribution as advances to agriculturists in the distressed 
areas. 

Further elaboration of the Government of India's famine relief policy 
was available in the Resolutions adopted in November 1873 and March 
1874 \fhen a severe famine was raging in the North-Western provinces. 
The bare outlines of the policy weie almost the same as before, but the 
officials were reminded of their duty to see that arrangements for the relief 
of distress were adequate in the areas under their charge. They were warned 
that they would be held responsible for any starvation deaths occurring in 
their areas, if such deaths were avoidable by timely action on their part. 
The Government also carefully laid down the set-up of the Central, dis- 
trict and Sub-divisional Relief Committees which were to be entrusted with 
the co-ordination of gratuitous relief. Imports of food on Government 
account were made much more liberally during 1873 74 than during any 
earlier famine. 

Government's famine relief policies were outlined more clearly and 
definitively in Lord Lytton's Minute of August 12, 1877. during the severe 
famine in the Deccan. For some months before this a controversy was 
going on between the Government of Madras and the Government of India 
regarding the scale of relief to be provided, the nature of public works to be 
undertaken, the scale of wages to be paid to labourers and the tests to be 
adopted before admitting a worker for relief employment. This controversy 
hampered the organisation of relief for the sulferers anil when l ord I ytton 
visited Madras in August 187-7 he noted < hat whereas lie had expected to 
find there a bad system, he actually lound a total absence of any system at 
all. Accordingly he felt the necessity of issuing his famous Minute m which 
he declared the Government of India’s policy to avert death from starvation 
“by the employment of all means open to the resources of the State and to 
the exertions of its officers." 

The next stage in the evolution of famine relief policy arose with the 
implementation of the recommendations of the Famine Commission of 
1878-80. fts views regarding the nature of public works to be organised 
during famine relief operations were accepted by the authorities for imple- 
mentation on subsequent occasions. Though the Commission did not in 
general approve of government interference with private trading m food- 
grains, it recognized that in exceptional circumstances such interference 
would be justified. Liberal remissions of revenue were advocated, so that 
no one might be forced to borrow for paying revenues. 

The Commission suggested the following steps for the improvement of 
the famine relief agencies. A famine Commissioner was to be appointed 
in all famine-stricken provinces to guide the relief work; a famine Code 
was to be formulated; agricultural - tat istics should be collected more 
systematically and a separate Department of Agriculture should be set up by 
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every Provincial government. To obtain funds for famine relief the Com- 
mission suggested the formation of a special Famine Fund. 

Among long-term measures intended to protect the people against 
famines emphasis was laid on the extension of railways and irrigation works, 
reduction of excessive dependence on agriculture by diversifying rural 
occupations and more liberal credit facilities for permanent land improve- 
ment schemes. The Commission’s Report thus played an important part 
not only in the evolution of relief policies, but also in shaping the agricul- 
tura and railway policies of the go/ernment. 

Flollowing the recommendation* of the Famine Commission of 1878-80 
a Draft Famine Code was drawn up in November 1880 by Mr. C.A. 
Elliot, Secretary to the Commission, and circulated to the Provincial autho- 
rities for their opinion. The Code was intended to serve as a book of 
instructions to government officials regarding the steps to be taken at 
different stages of a famine. Provincial governments were urged to draw up 
their own Codes on the basis of the circulated Draft with such local adjust- 
ments as found neccssai>. The comments of the Provincial govern- 
ments on the Draft Code helped the Government of India to prepare a 
revised Code which was circulated as the Provisional Famine Code in 
June 1883. Provincial governments were given the power to frame their 
own famine codes on the model of the Provisional Code, but no departure 
was permitted from the main principles enunciated by the latter without the 
formal approval of the Government of India. 

The Provisional Code laid down clearly the responsibilities of local 
officials in relation to famine relief. For the adequacy of relief measures 
it laid great emphasis on local inspection. For this purpose every district 
was to be divided into a number of circles with Circle Inspectors who were 
to visit every village in their area at least once a week. The organisation 
of relief works was to follow a pattern laid down in the Code. There were 
to be two kinds of works: Civil Agency Works under the control of the 
district authority for the weaker and unskilled workers and Professional 
Agency Works under the control of the Public Works Department tor the 
able-bodied and skilled worker v Details regarding wages, inodes of pay- 
ment and food rations were laid down. The works were usually to be so 
planned as to provide work tor six months. The Code did not approve of 
imports of food for storage on Government account, but preferred a policy 
of supply of grain through selected contractors to localities where normal 
trading channels were not functioning. 

After 1883 the Provincial governments prepared their own Famine 
Codes modelled on tnc Provisional Famine Code discussed above. Both 
the Provisional Code and the Provincial Codes were revised from time to 
time in the light of experience. All the Provincial Codes were uniform in 
their arrangement, <hc chapter headings of the codes being drawn up in 
the manner suggested by the Government ot India. 
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The Provincial Famine Codes laid down the duties of various oflicials 
in the case of an approaching famine. They provided for an efficient system 
of reporting so that at the very first signs of distress arrangements for 
relief could be set in motion. A list of relief works was to be kept ready for 
execution in the famine-prone areas. Work suited to the ability of different 
groups 'Of workers was described in the codes and appropriate wage-scales 
were recommended. The Codes also laid down methods for extending assis- 
tance to people who were unable to come out for work. Provisions were 
made for loans and advances and suspension or remission of land revenue 
in times of distress. 

The Famine Commission of 1901 recommended several modifications 
in famine relief policy. In particular, they stressed the importance of open- 
ing ‘test’ relief works at the very first signs of a famine. The purpose of 
such works was to find out the extent of distress and unemployment prevail- 
ing in the neighbouring areas. The Commission suggested various measures 
of a 'protective' character most of which were implemented in the years 
before the First World War. 

In spite of the advance that had been made over the years in living the 
responsibility of different administrative agencies in famine relief operations, 
the actual working out of relief policy depended very largely on the ability 
and disposition of local functionaries. Moreover, the Famine Insurance 
Fund was not always effectively utilised to improve the working of the agri- 
cultural economy. Only a very small contribution from the Fund was 
actually made available for the construction of ‘protective' irrigation works. 
A more intensified programme of ‘protective' irrigation would have con- 
tributed to a healthier growth of the country's agricultural economy. 
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Agriculture and Agricultural 
Policy under British Rule 


The practices and methods of Indian agriculture had changed little since the 
early beginnings of settled life in this country, perhaps some 6,000 years 
ago. The crops grown had remained the same by and large until, in the 
nineteenth century, new agricultural products like potatoes, tea and coffee 
put in their appearance. Rice and wheat have been the principal cereal crops 
in Indift throughout this long period with barley and jowar as two impor- 
tant subsidiary cereals. Pulses of various types, oilseeds, cotton, jute, 
indigo, spices and tobacco have been grown in India since time immemorial. 
These ciops nave been cultivated by using simple, almost primitive, tools 
like the light wooden plough, thrashers made of wood and bamboo, and 
light iron implements like the spade and the sickle. The ox and the bullock 
have generally supplied the animal-power needed to draw the plough and 
have also been used to draw water out of "ells for agricultural and drinking 
purposes. This type of simple agriculture, together with a number of small 
industries helping agriculture, has been the mainstay of the economic life 
in Indian villages throughout the centuries. 

The Last India Company first came to realise the export potential of 
some Indian agricultural products like indigo, cotton, jute and oilseeds 
towards the end of the eighteenth century when industrial development in 
England and fiscal restrictions on manufactured imports from India 
imposed in that country forced the Company to introduce such products in 
its export cargo. The cultivation of jute spread in Bengal after 1830, 
stimulated by demand for exports. Cotton cultivation prospered in the Deccan 
where some foreign varieties of cotton weie introduced and acclimatised in 
the 1840s. 

The volume of India's agricultural exports grew more rapidly in the 
1850s when railways began to open up the interior of the country and 
oceanic transport became capable of handling bulk cargo vv»*h greater ease. 
After 1833 the East India Company had eased to be a trading concern and 
private enterprise (mostly British) in foreign trade had begun to show a 
new vigour. The American Civil War (1861-64) carried the process of 
“commercialisation” of agriculture one step farther. British manufacturers 
of cotton goods who had so long derived the bulk of their raw material sup- 
plies from the U.S.A were forced to increase their dependence on Indian 
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cotton. Imports of Indian cotton into the United Kingdom increased 24- 
fold between 1860 and 1864. 1 The price of cotton in India rose from 3.7 
annas per lb. in I860 to 11.5 annas in 1864. The cultivators responded by 
extending the area under cotton. The benefits of larger cotton exports at 
unexpectedly high prices were reaped by farmers in almost every province 
in British India except Bengal where the area under cotton was negligible. 

After the American Civil War cotton exports gradually declined to more 
normal levels. Prices of raw cotton fell in the 1870-80 decade, recovered to 
some extent during 1880-95 and fell once again in the closing years of the 
nineteenth century. The early years of this century saw a substantial re- 
covery in cotton prices until during the First World War prices rose to 
unprecedented heights. Exports of raw cotton formed about 60 per cent of 
'total production in the mid-1920s, the quantity exported being over 7 lakh 
tons. The Agricultural Depression of 1929-32 almost halved the volume of 
raw cotton exports, while the fall in export prices reduced the earnings from 
raw' cotton exports by about 75 per cent between 1925-26 and 1933-34. 
During the years of the Second World War cotton production declined due 
to diversion of area for the growth of additional cereals. On the eve of the 
partition oflndia in 1947 raw cotton exports stood at 1.6 lakh tons valued, 
at Rs. 22.6 crorcs. 

The area under jute increased substantially since raw jute entered the 
list of Indian exports in the closing years of the eighteenth century. In spite 
of the growth of jute mills within the country export trade in raw jute 
expanded over the years until, on the eve of the Great Depression, nearly 
9 lakh tons were being exported annually. The Depression hit raw jute 
exports badly, reducing the quantity exported to only 5.6 lakh tons in 1933- 34. 
Even more disastrous was the fall in raw jute prices from about Rs. 355 per 
ton in 1928-29 to Rs. 175 per ton in 1933-34. After this there was some 
recovery in raw jute prices and exports. The Government of Bengal adopted 
a scheme of area restriction on a voluntary basis in 1935 to help bring about 
a rise in raw jute prices. This was put on a compulsory basis in 1940. As 
the Indian jute mills expanded their production during the Second World 
War exports of raw' jute fell off until on the eve of the partition they stood 
at 3.1 lakh tons valued at Rs. 19 crores. The war period saw a substantial 
rise in raw jute prices. 

Exports of the foodgrains, rice and wheat, also increased in the 1860s. 
By 1880 about 12 lakh tons were being exported each year. It must be 
noted, however, that food exports from India did not necessarily indicate 
that domestic food requirements were fully met and the exports represented 
a genuine ‘surplus’. The widespread poverty among the people prevented 
many of them from satisfying their food needs in full and the export demand 

1860:562,738 bales. 

1864: 1,399,614 bales. See Gadgil, O.R., The Industrial Evolution of India, p. 16. 
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could be met only by keeping food prices beyond the reach of such people. 
During the First World War export control measures were introduced to 
conserve food supplies in the country. But up to 1919-20 India continued 
to be an exporter of foodgrains. from 1921 onwards India became an 
importer of foodgrains, but so long as Burma remained a part of India net 
imports of food remained small. On the eve of the Second Work>War 
average annual imports of food were about 14 lakh tons. During the war 
food imports dwindled. In 1942-43 India was even called upon to export 
rice to Ceylon with disastrous result* in the form of prohibitive food prices 
in Bengal where 1 5 lakh people perished due to their inability to buy food 
at such prices After the war ended, larger food imports could be arranged 
and since the demand for food was increasing in India imports varied 
between 25 and 30 lakh tons during the years 1945-50. 

The supply of foodgrains began to lag behind the growth of population 
from the early years of the present century. Mr. K.L. Datta, an official of 
the Finance Department of the Government of India, who was in charge 
of a Price Innuiry to ascertain the causes of rise in prices between 1890 and 
1910, pointed out that both foodgrains acreage and production were increas- 
ing too slowly compared with the growth of population. After 1921 popu- 
lation growth rates accelerated but production of food crops did not keep 
up with it. It should be noted that estimates of foodgrains production as 
well as of general agricultural production were not very dependable before 
the Second World War. One cannot, therefore, definitely assert that per 
capita production of foodgrains actually fell throughout the period 1921-50. 

There is some evidence that throughout the period 188(M950, for which 
some sort of agricultural output data are available, the acreage under non- 
food crops increased faster than the acreage undei toov crops. This ten- 
dency was sought to be reversed to some extent during i940-50 when deli- 
berate measures were taken to induce cultivators to prow more food. High 
market prices of commercially important non-food crops, on the contrary, 
generally favoured a swing in the reverse direction during these years. At 
the beginning of this century about 85 per cent of the total sown area was 
under food-crops. In the ’thirties this proportion fell to 81 per cent. Im- 
mediately after the ‘partition, in 1947-48, the area under various kinds of 
oilseeds, jute, tobacco, tea and coffee was going up, while the area under 
food-crops and cotton was on the decline. 

Agricultural Policy 

The East India Company was interested mainly in its trading activities. 
Its policies, therefore, were largely concerned with the diversion of domestic 
production towards those articles which would bring in a large trading 
profit. The cultivation of tea, indigo and poppy was encouraged from that 
limited point of view and not because any general policy of agricultural 
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development had been formulated by the authorities. No wonder, then, 
that such one-sided policies often failed to get the willing acceptance of the 
people. Natural principles of production and development were often set 
aside in the Company’s eagerness to get a quick turnover of its investment. 

After the great famine in Bengal and Orissa in 1866 a Commission was 
set up which recommended the setting up of a separate Agricultural De- 
partment in the Government of India. Nothing came out of this proposal. 
In 1869 under pressure from the cotton manufacturers of England the 
Government agreed in principle to establish Agriculture Departments in 
each Province with the special objective of bringing about much-needed 
improvement in the quality of raw cotton. An Additional Secretary was 
appointed in the Government of India to be in charge of Revenue, Agri- 
culture and Commerce. Ten years later the new Secretariat was absorbed 
in the Home Department and its functions were largely confined to the 
collection of agricultural statistics. The Famine Commission of 1880 stres- 
sed the need of a Central Department of Agriculture from the point of 
view of “undertaking definite and permanent charge of the administration 
of famine relief”. On its recommendation Departments of Agriculture were 
created in the Provincial governments, but these were poorly staffed owing 
to paucity of funds and scarcity of trained agricultural experts. In 1889 
Dr. J.A. Voelcker, consulting chemist to the Royal Agricultural Society in 
Britain, was asked to advice on the best course to be adopted “in order 
to apply the teachings of Agricultural Chemistry to Indian agriculture and 
to effect improvements in it.” On the suggestion of the Agricultural' Con- 
ference held in 1890 when J>r. Voelcker was in India the post of an Agricul- 
tural Chemist to the Government of India was created and Dr. J.W. Leather 
was appointed to this post. The disastrous famines in the closing years of 
the nineteenth century forced the issue of agricultural development on the 
attention of Lord Curzon and his government. In 1901 two posts of Ins- 
pector-General of Agriculture and a Mycologist were created and in 1903 
an Entomologist was added to the staff. In that year Mr. Henry Phipps 
of Chicago offered a sum of £30,000 to the Government of India to be 
spent for some useful purpose connected with scientific research. This 
money was used to set up the Agricultural Research Institute at Pusa 
in Bihar. It very soon became the chief centre for agricultural research 
in India and the chief source of inspiration for agricultural reforms in the 
different Provinces. Agricultural colleges were established at Poona, 
Kanpur, Nagpur, Lyallpur and Coimbatore. On the recommendation of 
the Famine Commission of 1901, set up after the 1899 famine. Provincial 
Agricultural Departments were strengthened in 1905 by addition to their 
research staff. This Commission was also instrumental in hastening the 
passage of the Cooperative Societies Act (1904). An Indian Agricultural 
Service was constituted in 1906. The pace of development of irrigation also 
quickened between 1905 and 1913, 
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Meanwhile, ten retired British officials and Mr. Romesh Chandra Dutt 
had addressed a memorial to the then Secretary of State (Lord George 
Hamilton) in which they argued that the land-revenue system was respon- 
sible for the ills affecting Indian agriculture. This evoked Lord Curzon’s 
famous Resolution of January 1902 trying to vindicate the Government’s 
land revenue policy. * 

The Constitutional Reforms in 1919 transferred agriculture, coopera- 
tion, local self-government, public health and sanitation to the Provincial 
governments. The Central government could not incur expenditure on 
Provincial subjects, except on agricultural research and training of research 
workers in Central institutions. At the same time the Provincial Ministers 
could do little for agricultural development as Finance was a Reserved 
subject. After 1935 the Provinces obtained almost full autonomy, but very 
soon thf Second World War supervened. 

The most comprehensive review of Indian agricultural policy up to the 
1920s is to be found in the Report of the Royal Commission on Agricul- 
ture (1925-. On its basis was created the Imperial Council of Agricul- 
tural Research “to promote, guide and coordinate agricultural research 
throughout India and to link it up with agricultural research in other parts 
of the British Empire and in foreign countries.” The Council was intended 
to coordinate the agricultural research work carried out in the Provincial 
departments of agriculture as well as in the Universities. 

As the Gre?t Depression of 1929-32 struck Indian agriculture the Go- 
vernment of India at first took the view that domestic measures could do 
little to alleviate a depression which had its origin in world-wide causes. The 
only measure adopted was the imposition of a protective duty on wheat 
and wheat flour. The Ottawa Agreement of 1932 reached at the Imperial 
Conference in that year gave some concessions to Indian manufacturers 
but very little was done to revive exports of agricultural products. The 
Indo-Japanese Trade Pact of 1934 provided for the sale of a certain fixed 
quantity of raw cotton to Japan, in exchange for Indian purchase of 
Japanese piecegoods. A similar agreement with Lancashire cotton manu- 
facturers was made through the Modv-Lees pact. 

The Government of India did not find it possible to resort to a policy 
of currency depreciation to encourage exports. When Sterling went off 
gold in September 1931, the government linked the Rupee with sterling 
at the pre-existing ratio of R. 1 — ls.C ’ although a substantial body of 
opinion in the country favoured the lower ratio of ls.4d. Following ortho- 
dox financial policy the Government curtailed its own expenditure in order 
to have balanced budgets. 2 The result, a release of deflationary forces, fur- 
ther worsened the general economic situation. Interest rates rose and cut 

2. Total Provincial expenditure on public works declined from Rs. 8.72 crores in 
1929-30 to Rs. 5.79 crores in 1932-33. 
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off schemes of investment. The prices of tea and rubber, however, were 
sought to be raised through international action. In the case of jute the 
government adopted a policy of restricting the area under the crop. In U.P. 
a minimum price was guaranteed to sugar-cane growers. The scaling down 
of agricultural debts, whose burden had increased enormously during the 
Depression, became a recognised official policy after 1937. 

One of the recommendations of the Royal Commission on Agriculture 
was the creation of an Agricultural Credit Department in the Reserve Bank 
of India. This Was done under section 54 of the Reserve Bank of India 
Act. The statutory functions of this department were (/) to maintain an 
expert staff to study all questions of agricultural credit and be available for 
consultation by Central and Provincial Governments, Provincial Coopera- 
tive Banks and other banking organisations; and (ii) to coordinate the 
operation of the Reserve Bank in connection with agricultural credit and 
its relations with a Provincial Cooperative Bank ,>• any other banks or 
organisations engaged in the business of agricultural credit. 

The new Ministries which came to power in the Provinces after the elec- 
tions of 1937, in accordance with the Government of India Act, 1935, 
undertook an extensive programme of legislation relating to debt concilia- 
tion, regulation of money-lending, tenancy reforms and rural reconstruc- 
tion. They set up Rural Reconstruction Departments to coordinate the 
activities of all nation-building departments and provided increasing grants 
for their operations. Most of these Ministries, however, lelt after the dec- 
laration of war in September 1939, leaving the Provincial administration to 
bureaucrats. Even where popular ministries continued, their nation- 
building work was interrupted by the exigencies of the war. 

During the Second World War agricultural exports were hard hit owing 
to the loss of important foreign markets, for example, the markets in Ger- 
many and Japan. The Meek-Gregory Mission was sent to the IJ.S.A. to 
explore new markets. The entry of Japan into war in December 1941 also 
created problems of supply to the eastern theatres of war. Demand for 
food and raw materials rose. There was increasing strain on transport. 
The haphazard price control stimulated hoarding and profiteering. Food 
crisis and famine resulted. The rise in prices of agricultural products bene- 
fited mostly the middleman, not the farmer. Prices of farmers' purchases 
went up even more than prices of crops. Imports of food from Australia 
and Canada had to be arranged. The “Grow More Food” campaign was 
not launched until after the disastrous Bengal famine of 1943. 

By 1944 nearly 80 per cent of the area under sugar-cane and 50 per cent 
of the area under jute had come under improved varieties of seed. But 
progress in respect of food and other crops was much slower. The Provin- 
cial Agricultural Departments and the Indian Agricultural Research Ins- 
titute also succeeded in evolving improved methods of pest control and 
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disease-resistant varieties of seeds. 3 Legislation was passed to prevent entry 
of foreign insect invaders into the country (The Insects and Pests Act), but 
little awareness was shown of the fact that insects and fungi which are harm- 
less on their native soil might sometimes become destructive on foreign 
soil. 

The Russell Report (1937) suggested the creation of a Central Irriga- 
tion Research station, to deal with all agricultural problems connected with 
and arising out of irrigation. Annual Soil Lrosion conferences were recom- 
mended to be held. Biennial conferences on soil conservation and related 
matters used to be organised before World W’ar II by the Crops and Soil 
Wing of the Board of Agriculture. 


Cooperative Movement in India 

Certain mdigcnous forms of cooperation existed in India before the advent 
of the modern cooperative movement based on European models. In the 
Punjab and *vi.d other Provinces peasants frequently* joined up in teams 
to cultivate an area of land jointly, dividing the produce after each year’s 
harvest according to the amount of labour and bullock-po^er provided by 
each. Cooperation for local road construction and maintenance or for 
joint herding of cattle was not entirely unknown. South India had deve- 
loped a type of cooperative saving and financing society known as the 
nidhi . 

An early instance of cooperative farming comes from Panjaw ar in the 
Punjab where, in 1891-92, the common land of a village was taken up for 
joint farming by a group of farmers. This experiment in joint farming was 
led by two officials, Edward Maclagan and Captain Crosthwaite. The 
State of Mysore, then under an Indian Prince, started in 1895 a scheme of 
cooperative banks for landholders. In Uttar Pradesh a number of coopera- 
tive village banks had been set up in the early years of this century by some 
enthusiastic local officials like H. Dupemex. Cooperative consumers’ 
societies had made their appearance in Bengal at about the same time under 
the leadership of Ambika Charan Ukil. These cooperative societies were 
registered under the prevailing Companies Law and enjoyed no special pri- 
vileges or exemptions. 

The Government of India had begun to giope for some solution to the 
problem of agricultural credit after the Deccan riots of 1878-79. The 
first scheme given consideration was that of a State Agricultural Bank, 
proposals for which had come in 1882 from Sir William Wedderbum and 
Justice M.G. Ranade. The scheme was rejected mainly on the ground that 
it was undesirable to make the government a bailiff and a revenue-collector 

3. Total damage caused by insects and pests to Indian crops was estimated to be 
nearly Rs. 180 crores in 1935. 
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at the same time* But remnants of the scheme found expression in two 
Acts, the Land Improvement Act of 1883 and the Agriculturists’ 
Loans Act of 1884. The former permitted the institution of a system of 
government loans for long-term purposes connected with land improve- 
ment. The latter was concerned with short-term loans (t’.g., purchase ol 
seedfT and manures). 4 Each loan had to be secured by sureties or by mort- 
gage of land. The supervision and realisation of the loans granted were in 
the hands of revenue officials. The amounts available tor distribution as 
loans were usually very small. 

In 1892, at the instance of the then Governor. Lord Wenlock, the 
Government of Madras appointed an officer, Mr. (later Sir) Lrederick 
Nicholson, to suggest a suitable organisation for proposed agricultural 
banks in that Province. Nicholson, after considering various alternatives, 
suggested the cooperative form of oiganisation modelled on the Raiffeisen 
banks of Eastern Germany. Meanwhile Dupernex had published m book 
form 5 his experience of cooperative village banks in Uttar Pradesh. A 
Committee set up by the Government of India in December 1900 took both 
Nicholson’s reports and Dupcrnex’s book into consideration and recom- 
mended the establishment of Raiffeisen bank*. The Famine Commis- 
sion of 1901 of which Nicholson was a member further stressed the impor- 
tance of checking the improvidence of the farmer in years of good harvest 
and pointed out the usefulness of cooperative banks in achieving this end. 
Another Committee was set up in 1901 to draw up a suitahle set of rules for 
the proper functioning of such banks. Out of the deliberations of this 
Committee the Cooperative Societies Act of 1904 was born. 

The Cooperative Credit Societies Act, enacted on 25 March, 1904, 
provided among other things that any 10 persons living in the same village or 
town or belonging to the same class or caste might apply to be registered 
as a cooperative society '‘for the encouragement of thrift and self-help 
among the members.” The Registrar of Cooperative Societies to be ap- 
pointed in each Province under this Act would be responsible for having 
the accounts of a registered cooperative society audited free of charge by 
cooperative auditors. A society was to raise funds by deposits from mem- 
bers and as loans from non-members, government and other cooperative 
societies. The funds thus obtained could be granted as loan to members 
only, but with the Registrar's permission, loans could also be made to 
Other cooperative societies. Loans were to be made mostly on personal 
security, but land or ornaments could serve as securities. Societies were 
divided into rural and urban. Rural societies were those having four-fifths 

4. Such loans carried forward an oid tradition in the country under which the rulers 
used to advance money to farmers for agiicultural operations. Undo Mughal adminis- 
tration these loans were called “takavi” loans. 

5. Duperoex, H., People's Banks in Northern India ; 1900. 
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of their members from agricultural classes. Such societies were to function 
on the basis of unlimited liability of their members, an important principle 
of a Raiffeisen bank. Urban societies could have either limited or un- 
limited liability. A rural cooperative society could not distribute dividends 
out of its profits. All profits were to be carried to a reserve fund. In an 
urban society 25 per cent of profits were to be transferred to a reserve? fund 
before declaration of dividends. A cooperative society could not i?>sue 
more than a limited number of shares to any one member and in the case 
of a society with members’ liability unlimited, a member's voting rights 
would be irrespective of the number of shares held. It would enjoy exemp- 
tion in stamp duties and registration fees and its income would not be 
liable to the income tax. 

The Act of 1904 thus conferred certain special rights and privileges on 
cooperative agencies, but only on agencies organised for purposes of credit. 
Other types of cooperative societies were also gradually coming into exis- 
tence. In particular, societies organised with the special objective of financ- 
ing and supervising the primary credit societies were discharging a very 
useful function by channelling a part of surplus urban funds into the rural 
areas. It was necessary to give similar protection to these cooperative 
societies as had already been given to the primary credit society. The 
Cooperative Societies Act of 1912 conferred the privileges, of registration 
to all classes of cooperative societies, provided only that they aimed at “the 
promotion of the economic interests of its members in accordance with 
cooperative principles." This Act gave a cooperative society priority over 
other creditors in enforcing any outstanding demand on members and 
exempted the society's shares from attachment. 

After the Constitutional Reforms of 1919 cooperation became a Pro- 
vincial subject. A number of Provinces adopted their own legislation 
relating to cooperative societies. These generally led to a widening of the 
provisions of the Act of 1912, but also often increased the powers of the 
Registrar vis-a-vis the Society. 

The Maclagan Committee was asked in 1914 to carry out a review of 
the working of cooperative societies in India. It made several useful 
suggestions including one for the establishment of an Apex Bank in each 
Province to augment the flow' of finance to rural areas. Such Apex (Pro- 
vincial) banks came to be organised on the basis of cooperation of the 
central (district) banks, with some individual share-holders also contribut- 
ing towards capital. The cooperative movement flourished during the 
years of the First World War and the period of prosperity which followed 
that war. But during the severe depression of 1929-32 many cooperative 
societies were badly hit. The sharp drop in agricultural prices led many 
debtors to default. Many societies found that a large portion of their work- 
ing capital had got locked up in unrealisablc loans. 

The shortcomings of the cooperative movement were subjected to 
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searching scrutiny by a number of enquiry committees sot up by different 
Provincial governments in the inter-war period. The Royal Commission on 
Agriculture also gave some attention to the place of the cooperative move- 
ment in agricultural development and suggested a number of changes in 
the existing organisation of cooperative societies. But the cooperative 
agencies were not restored to full health by any of the measures that could 
be implemented at that time. The outbreak of the Second World War, by 
raising the prices of agricultural products, enabled the cooperative societies 
to recover some of their outstanding dues and put the movement on its 
feet again. Scarcity v.T goods during the war encouraged the formation of 
new types of cooperative societies for distribution of limited supplies or for 
the procurement of scarce raw materials. Between 1938-39 and 1947-48 
the number of credit societies, both agricultural and non-agricultural, 
declined from about 100.000 to 91,700. During the same period the num- 
ber of non-credit societies rose from 20,300 to over 39.000. 

The re-organisati # on of the cooperative movement was taken up after 
World War II as a part of the general reconstruction schemes for the post- 
war period. A Co-operative Planning Committee, set up in 1,946 under the 
chairmanship of Mr. R.G. Saraiya. suggested wider functions for the pri- 
mary village society; instead of confining itself only to credit or marketing 
of crops the village cooperative, it was suggested, should serve the villager 
in all spheres of his economic life. Such a ‘multipurpose’ society was to have 
a larger area of operation in the interests of efficient working and should 
have no ‘unlimited liability’ for the members so that members could join 
the society without taking tob large an amount of risk. "The Cooperative 
Planning Committee also laid down certain targets for the expansion of 
cooperative agencies in the country. Within ten years, it was recommen- 
ded, the cooperative movement should embrace 50 per cent of the villages 
and 30 per cent of the rural population. At the time of the Committee's 
report only about 17 per cent of the rural population were members of 
primary cooperative societies. 

While cooperative societies had been started to look after the short- 
term credit needs of the rural population, long term credit needs of far- 
mers called for a different type of organisation-— the Land Mortgage Bank. 
The history of land mortgage banking in India can be traced to the Land 
Mortgage Bank of India, t private shareholders’ bank registered in London 
in 1863 and modelled on the famous credit fonder of France. This bank 
worked for about twenty years, but ultimately had to close its doors be- 
cause of its heavy investments in the tea industry which was then passing 
through bad times. Experiments with land mortgage banks on a coopera- 
tive basis were started in the Punjab on the termination of the First World 
War. The first cooperative land mortgage bank appears to have been set 
up at Jhang (Punjab) in 1920. From ‘here the movement spread to other 
centres. Soon Madras stole a march over other Provinces in the matter 
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of establishment of land mortgage banks. Madras was also a pioneer in 
federating primary land mortgage banks into a Central Land Mortgage 
Bank in 1929. This institution permitted the centralisation of issue of 
debentures by the land mortgage banks. Most Provincial governments under- 
took to assist land mortgage banks by guaranteeing their debentures in 
respect of the principal and interest. Land mortgage banks adopted# sys- 
tem of lending money for 5 to 30 years, the most common purpose of their 
loans being land improvement and the redemption of old debts. In the 
initial years most long-term loans were taken for paying off old debts. 
Loans for effecting permanent improvements on land have become more 
common in the years since the Second World War. 

By the end of March 1950 India had over 1.4 lakh primary cooperative 
credit societies and 283 primary land mortgage banks. Loans disbursed by 
these agencies in 1949--50 amounted respectively to Rs. 28.5 crores and 
Rs. 1 crore. The inadequate development of cooperative credit facilities, 
specially facilities for long-term credit, outside a few Provinces like 
Bombay, Madras and the Punjab, was an important Carrier standing in the 
way of agricultural improvement. 6 

Policy Relating to Rural Money-Lending 

In the old Indian village the farmer's need for seasonal agricultural finance 
was traditionally met by the system of takavi advances either by the State 
or by the revenue farmer (zammdar). For consumption loans the farmer 
had occasionally to approach the village sahukar (trader-cum-moneylender) 
who lent usually on the basis of the farmer's personal creditworthiness, 
mortgages of land being frowned upon by the village council. At the same 
time the amount of interest was never allowed to exceed the principal bor- 
rowed, a healthy principle traditionally known as damdupat . With the 
establishment of the British system of land tenures, with its full recognition 
of personal rights in land, cultivable land became a marketable commodity 
and came to be frequently pledged with the money-lender. At the same 
time, the growing demand for land, the increasing burden of land rents and 
recurring outbreaks of drought and famines made the tarmer depend to a 
much greater extent than ever before on the funds made available by the 
rural money-lender. Money-lending thus became an easy method of earn- 
ing an income and subsequently of acquiring valuable titles to land 7 in 
the event of default by the debtor. Thioughout the nineteenth century 

6. Nearly two-thirds of cooperative credit in 1949r50 was disbursed in two Provinoes, 
Bombay and Madras, while U.P., M.P., and the Punjab accounted for another 22 per cent. 
See Planning Commission, First Five-Year Plan , p. 235. 

7. “At the time of the annexation of the Punjab the average value of an acre of land 
in the Province was six times the land revenue; in 1938-39, it was 283 times.’* Nanavati, 
M.B. and Aiyaria. J.J., The Indian Rural Problem , 1944, Ch. 12. 
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ownership rights in land were being lost by the ryot and acquired by 
moneyed interests, both rural and urban. 

The situation created by such extensive loss of properly by the cultivat- 
ing classes exploded into riots against money-lenders and usurpers of land 
in several parts of the country. The agricultural riots in Poona and Ahmed- 
nagar«in Bombay Presidency in 1875 are most widely known because they 
were followed by the appointment of a Commission of Inquiry. On the 
recommendations of this Commission was passed the Deccan Agriculturists’ 
Relief Act of 1879 seeking to restrain the usurious character ol money- 
lenders’ loans and to prevent alienation of land. The Act empowered the 
law courts to disallow unreasonable rates of interest and to disapprove sale 
of agricultural land by auction unless such land was definitely pledged in 
connection with the loan. The Act also provided for the appointment of 
debt conciliators who would mediate between the money-lender and the 
debtors with a view to bringing down the amount payable by tlie c latter. 

The Act did not fulfil the expectations of its framer'. F.nquiries into the 
working of this Act hi 1892 and again in 1912 revealed that money-lenders 
had found out various method n of defeating the purpose of the law. Res- 
trictions on interest rates were got over by inflating the amount of the 
principal in the loan-deed, while those relating to mortgage of land were met 
by acquiring under agreement a sublease from the farmer on advantageous 
terms while the nominal ownership of the land remained with the ryot 

The Government of India, disturbed by the large-^ale alienation ot 
land from the cultivating classes, sought m 1895 suggestions from the Pro- 
vincial governments regarding measures against land alienation. On the 
basis of these suggestions were passed the Punjab Land Alienation Act of 
1901, the Bundclkhand (U.P.) Land Alienation Act of 1902 and the North- 
West Frontier Province Land Alienation Act of 1904. Several years later, 
in 1916, a Land Alienation Act was passed for the Central Provinces 
(Madhya Pradesh). All these Acts had a common feature. 1 hey defined classes 
of people as ‘non-agriculturaf and provided that land acquired through 
alienation by such classes of people had to be restored to Hie original 
mortgagor after a specific number of years. In order to facilitate the re- 
acquisition of mortgaged land by the mortgagor on payment of a reason- 
able sum to the creditor at any time after the land transfer, the Redemption 
of Mortgages Act was passed in 1913. 

These laws also failed in their purpose because no restrictions had 
been imposed on the transfer of land between members of the agricultural 
classes. Money-lenders could, therefore, operate through henamdars 
(fictitious agents) belonging to an agricultural class and acquire land almost 
as easily as before. At the same time the bigger agriculturists had no diffi- 
culty in swallowing up the smaller ones by giving loans at exorbitant rates 
of interest to the latter. 

The need for regulating the money-lenders’ operations and securing 
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loans at reasonable terms for the impecunious debtors was pointed out 
in strong terms by the Royal Commission on Agriculture. As a model 
they referred to the British Moneylenders' Act of 1927. In 1934 the Govern- 
ment of India summoned a conference of representatives of Provincial 
governments to discuss the matter. This conference reached the opinion 
that, rather than having an All-India Act, each Province should have suit- 
able legislation for licensing and regulating the money-lenders within its 
territory. Such Acts were passed in all Provinces during the years 1933-40. 
While these Acts differed from one another in details, all of them provided 
for the maintenance of a register of loan transactions by the money-lender, 
for grant of receipts for payments and for furnishing the borrower with a 
regular statement of accounts. These Acts again generally failed to provide 
protection to the borrower, since in most cases the borrower was unable to 
move a law court against the money-lender for the latter's failure to comply 
with tl?e legal provisions. 

The Government also sought to give some relief to agricultural bor- 
rowers bv providing in the Usurious Loans Act of 191& that law courts could, 
on their own initiative, grant decrees for smaller interest payments than 
were originally stipulated in the loan agreement. This useful provision 
could, however, be invoked only when the creditor instituted a law-suit 
for the recovery of his loan. An amendment to the same Act in 1926 gave 
the debtor the right of seeking legal relief in case of usurious terms imposed 
by the creditor, but this right was subject to several provisos which were 
not easy to satisfy. The Act was further amended in several Provinces 
during the 1930s so that its effectiveness could be enhanced. Some Pro- 
vinces, however. preferred to make the regulation of interest a part of their 
Money-lenders' Acts. In Bengal, for example, the Money-lenders' Act 
provided for certain maximum rates of interest, higher rates being allowable 
on ‘unsecured' than on ‘secured' loans. Maximum allowable rates of interest 
in different Provinces usually varied between 9 and 15 per cent on secured 
loans and between 12 and 25 per cent on unsecured loans. Compound 
interest was prohibited in most cases. At the same time, several Provincial 
Acts provided for the restoration of the damdupat principle under which 
the aggregate interest payments on a loan could not exceed in any case the 
amount borrowed. 

These Acts could be effective if all money-lenders could be made to 
work under licences and under official supervision. Licensing, though 
provided in most Money-lenders' Acts, vould, however, be evaded by the 
money-lender. The Acts provided that a money-lender operating without 
a licence could not move a court for the recovery of arrears. But in most 
cases the money-lenders had no occasion to have recourse to a law-court 
and so could forego a licence with impunity. 

During the years of the Great Depression the burden of rural debts 
enormously increased in real terms. There was also need for more frequent 
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borrowing and the amount of indebtedness increased in money terms as well. 
According to estimates current in the 1930s the aggregate rural indebtedness 
went up from Rs. 900 crores in 1930 to Rs. 1,800 crores in 1938. 8 * * It became 
essential to introduce speedy measures of debt relief for the agricultural 
borrower if his economic recovery was to be secured. 

The ^United Provinces government took the initiative in this respect in 
1932. All decrees awarded by civil courts in favour of creditors were ordered 
to be held in abeyance until fair selling values of land were decided by the 
District Collectors. In 1934 the U.P. government passed the Encumbered 
Estates Act staying legal proceedings in respect of debts incurred by land- 
holders, many of whom also suffered from the agricultural depression 
almost as much as the ryots. Another Act in the same Province in 1937 
provided for stay of legal proceedings against tenants and small holders as 
well. All agricultural debtors in civil prisons were released and arrest of 
such debtors in execution of decrees was prohibited. 11 

Moratorium on the execution of decrees and on the conduct of legal 
proceedings against agricultural debtors was also imposed hi several other 
Provinces. But a solution of the rural debt problem on a more permanent 
basis had to be worked out. This solution had to take the form of scaling 
down of outstanding debts so as to bring them within the repaying capacity 
of the impoverished borrowers. The Central Provinces government took 
the first step in this respect by passing a Debt Conciliation Act in 1933. This 
was followed between 1934 and 1937 by similar legislation in most other 
Provinces as well as in some of the ‘States’ under the Indian Princes. The 
object of these Acts was to set up Conciliation Boards which were to adjust 
the total debts of an agricultural borrower to his available assets The 
Boards were also to suggest suitable instalments for debt repayment, tak- 
ing into account the repaying capacity of the borrower. The Boards, how- 
ever, could scale down debts only when a certain stated proportion (40-50 
per cent) of the creditors agreed to accept a scheme of conciliation. The 
recalcitrant creditors were penalised by providing that they would not be 
entitled to costs if they obtained a decree against their debtors in the law 
courts, nor could they claim an interest of more than 6 per cent per annum 
in such cases. On the other hand, those creditors who accepted the scheme 
suggested by the Conciliation Board would be entitled to priority in the 
recovery of their debts and instalments due to them could be lccovercd 
through the government’s revenue officials. 

The Conciliation Boards rendered useful service during the depression 
years. But they were not given the authority to scale down all types of 
liabilities which had become burdensome owing to the sharp fall in agri- 


8. The former figure is the Central Banking Enquiry Committee’s estimate of rural 

indebtedness. The latter figure was arrived at bv Mr. &V.S. Maniam in a paper on 

"‘Essentials of Rural Development”. See Nanavad, M.B. ana Anjaria, J.J., op. cit. f p. 44k 
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cultural prices. For example, rent liabilities or debts to cooperative socie- 
ties, banks and the government could not generally be scaled down. The 
Boards, moreover, could move in the matter of debt conciliation only when 
the creditors or debtors applied. In many cases the debtors’ applications 
would contain defects, mainly owing to the ignorance of the peasajit about 
legal provisions, and would be rejected by the Board. The Boards them- 
selves often consisted of semi-literate and incompetent members. Com- 
pared to the number of cases requiring disposal too few Boards were set 
up, with the result that cases accumulated and realisation of debts was 
delayed. This in turn produced a scarcity of liquid loanable funds in the 
rural areas and aggravated the problem of shortage of seasonal working 
finance for agriculture. 

In addition to voluntary conciliation, which could take effect only when 
a cettain proportion of creditors agreed to accept a smaller sum than what 
they could legally claim, measures were adopted in certain Provinces for 
compulsory conciliation as well. By the Madras Debt Relief Act of 1938, 
for example, creditors were prevented from recovering in the aggregate 
more than twice the sum originally borrowed. Further, some part of the 
interest outstanding on relatively old loans was straightaway cancelled and 
maximum limits were imposed on the interest to be recovered in respect of 
more recent loans. Relief was also gi\e*i by this Act to tenants who were 
in arrears of rent. In 1939 similar Acts were adopted by the Central Pro- 
vinces, the United Provinces and Bombay. 

Compulsory conciliation, of course, made the Boards' proceedings 
independent of the caprices of creditors. But it did not necessarily reduce 
the debt burden to a greater extent than did voluntary conciliation. 9 
Moreover, mere scaling down of debts could not afford sufficient relief to 
debtors in extreme distress. In the absence of easy access to alternative 
sources of finance, many debtors could not repay even their scalcd-down 
debts. 


Policy Relating to Agricultural Marketing 

With the growing commercialisation of agriculture, the problems of sys- 
tematic marketing of agricultural products and of realisation of a remunera- 
tive price by the farmer had acquired increasing significance. The farmer 
had generally to suffer in his dealings * ah the commercial interests engaged 
in agricultural marketing because of his ignorance, his lack of communica- 
tions with important marketing centres, lack of holding power caused by 
inadequate access to cheap finance and lack of satisfactory storage space. 
The use of a bewildering variety of weights and measures in different parts 
of the country also added to the confusion of agricultural marketing, while 


9. Nanavati, M.B. and Anjaria, J.J., op. cit p. 235. 
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absence of opportunities for objective grading left the farmer at the mercy 
of unscrupulous commercial buyers and their agents. 

Although the Government of India declared the ‘maund’ (measuring 
82* lbs.) as the standard weight throughout India as early as 1913, active 
measures to make this policy effective were not contemplated at the time. 
Some Provincial governments took sporadic action in limited areas, but 
the all-India Standards of Weight Act was passed only in 1939, In several 
Provinces legislation was adopted in the 1930s for the establishment of 
‘regulated’ markets where transactions could -he effected under prescribed 
regulations so as to protect the seller against false weights, unauthorised 
deductions and other fraudulent practices. 

The Royal Commission on Agriculture (19281 had noted the absence of 
an agricultural marketing organisation at the governmental level and had 
recommended that both the Central and the Provincial governments should 
take steps to fill up the lacuna. Accordingly the Government of India 
appointed in 1934 a Principal Marketing Adviser to the Imperial (now Indian) 
Council of Agricultural Research. The Provincial agricultural departments 
also began to be strengthened on the marketing side in the late thirties. In 
1937 the Central legislature passed the Agricultural Produce (Grading and 
Marketing) Act in order to set up arrangements for inspection and grading 
of products. The ‘Agmark' certificate granted under the provisions of this 
Act guaranteed the quality of the product to consumers, prevented miste- 
presentation and widened the market for agricultural products. 

Cooperative marketing was .introduced in many parts of the country, 
specially in connection with the trade in cotton, jute, sugarcane and tobacco, 
but in most cases their organisation was not satisfactory. Apart from inter- 
nal problems of organisation due to lack of literate and market-conscious 
managerial stall, the cooperative marketing societies also suffered from the 
open hostility of powerful private trading interests. One of the factors 
hindering the formation of such societies in larger numbers was the obliga- 
tion of tire chronically indebted farmer to sell his crops, often a’ unduly 
low prices, to his Mahujan or money-lender. It was thus obvious that credit 
had to be linked up with marketing if cooperative marketing was to be 
successful. This, in turn, implied the need lor making additional liquid funds 
available for a longer period mi that the cooperative society could wait lot 
the realisation of better prices for its sales. It was necessary also to make 
long-term finance available to the cooperatives (or the construction of 
storage space. 
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Agriculture and Agricultural Policy 
since Independence 


The Independence of India in 1947. along with the partition of the British 
Indian territory and the amalgamation of the former Princely States, led to 
significant changes in the balance between agricultural production and 
requirements. British India produced on an average about 60 million tons 
of cereals in the 1940s. After partition the territory of the Indian Union was 
in a position to produce about 43.2 million tons, whereas consumption 
requirements were put at 45. S million tons. The Grow' More Food cam- 
paign. introduced in 1943, was geared up after Independence and definite 
targets were laid down for additional production of cereals in different 
Provmces and States. These targets were intended to raise the production 
le\el h\ 4 million tons in 1951 when requirements would also go up due to 
population growth. For the achievement of the production goals a new 
post of Commissioner of I ood Production was created at the Centre. An 
I'.mcrgency Branch was Net up in the Central Ministry of Agriculture to 
coordinate the food production plans of the different Provinces and States. 

The plan for additional food production could be regarded as made up 
of three components. The short-term plan was to increase the \ield from 
land alreadv under cultivation through the provision of bettei seeds, appli- 
cation of more manures and chemical fertilizers, betu r measures ot plant 
protection and wide! use of existing irrigation facilities. In the medium 
term, schemes for the icclamation of weed- infected land were to be taken 
up and heavy tractors were to be imported front the U.S.A. for this purpose. 
The lone-term plan consisted m the preparation and execution oi large 
irrigation schemes, main <4 which would Lv designed as multi-purpose 
schemes lor power generation and flood-control as well. I he expansion 
of in igation facilities was expected to lead not on!\ to increased food produc- 
tion but also to largei output of commercial crops like cotton and jute 
-which were also in short supply after the partition. 

Io enable the Provincial governments to realise the targets of additional 
production allotted to them, loans and grants under the Grow More Food 
campaign came to be provided on a more liberal basis than betorc. Ihe 
immediate outcome, however, was highlv unsatisfactory, since both the 
area under foodgrains and the production ot toodgrains were loutr in 
1948-49 than in 1 947-48. C onsequently, food imports had to be stepped up 
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from 2.7 million tons, in 1946-47 to 3.25 million tons in 1947-48 and further 
to 4 million tons in 1948-49. In 1949-50 there was a recovery in cereals 
pioduction, followed by another severe set-back in 1950 -51 1 

It is necessary to note that much of the available statistics during this 
period is non-comparable because of changes in the geographical area 
covered and in methods of data collection and analysis. 

More reliable than the data on area cultivated and production levels are 
the data on imports. Imports of foodgrains rose steadily during the years 
1946-51 (except in 1950), the annual average foi the period being about 
3 million tens. The food deficit in 1950 was estimated as 6 to 7 per cent of 
total production. But with the population growing all the time, the size 
of the deficit was also bound to grow bigger. 

The partition in 1947 also created a need for larger imports of raw 
cotton. The requirements of raw cotton for Indian cotton mills coul l not 
be met from domestic production in the territory of the Indian Union. 
Nearly three-fifths of the long-staple variety of cotton was produced in the 
areas now included in Pakistan. Accordingly measures had to be adopted 
for increasing the levels of demotic production as well as for improving 
the quality of raw cotton. 

A similar problem existed in the case of raw jute. The requirements of 
raw jute for the Indian jute mill industry were largely met before the par- 
tition by the areas now’ included in the eastern wing of Pakistan (which 
became the independent State of Bangladesh m 1971). 1 he Indian Union's 
deficit in raw jute was estimated at 35 to 40 lakh bales. 2 Domestic produc- 
tion in the Indian Union was no more than about onc-lifth of undivided 
India’s total pioduction at the time of partition. 3 

One of the primary objectives ol India's first Five Yeai Plan (1951-56) 
was to augment the production of agricultural products in short supply 
specially, ceteals, cotton and jute. In 1950-51 India was having to spend 
over Rs. 80 crores on imports of cereals, about Rs. 101 erures for 
imports of raw cotton and nearly Rs. 28 crores on imports of raw jute. 
There was also some shortage in sugarcane and oilseeds. As the Planning 
Commission observed in the Plan document issued in 1952, "In the pre- 

1. Cereals production m India (million tons) 


1936-37 to 1938-39 (average) 

46 2 

1946-47 

42.5 

1947-48 

43.7 

1 948—49 

43.3 

J 949-50 

46.0 

1950-51 

41.8 


(See Jain P.C., Problems in Indian LionomU t, p. 86). 

2. (1 bale -- 400 lbs.) 

3. In 1947-48 the production of raw jute was about 17 lakh bJe. in Indian Union 
and 68 lakh bales in hast Pakistan. See Ghosh, B.B., Indian Li onomu s and Pakistan i 
Economics , p. 86. 
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sent Plan period, agricultural development receives the highest precedence, 
which necessitates an extensive programme of irrigation covering minor as 
well as major projects. Generation of electric power, which is linked in 
most cases with the major irrigation projects, has also a high priority in 
its own right”. In the Five Year Plan for 1951-56 as much as 38.5 per cent 
of the proposed outlay of Rs. 2069 crores was allocated under three heads, 
r/j., Agriculture and C ommunity Development, Irrigation and Multi- 
purpose Irrigation and Power Projects. An aggregate outlay of Rs. 795 
crores on agriculture-related development was expected to result in a 14 
per cent increase in foodgrains production in 1955-56 (over 1949-501 as 
well as increases in the production of raw cotton by 42 per cent (over 
1950-51), of raw jute by 63 per cent, of sugarcane by 12.5 per cent and of 
oilseeds by 7.8 per cent. 

The higher levels of agricultural production were to be reached by 
extension of cultivation through reclamation of waste land, expansion of the 
irrigated acreage, provision of improved seeds and *larger doses of ferti- 
lizers as well as the introduction of betlci farming practices. It was expected 
that nearly 74 lakh acres of land could be reclaimed with the help of 
tractors and unit hot 64.5 lakh acres could be redeveloped through proper 
drainage of excess water and olhei protective measures such as contour 
bunding. The constiuetion of irrigation canals had made some progress 
even under British rule, particulax 1> after irrigation became a Provincial 
subject following the Constitutional Reforms in 1919. In 1941-42 the total 
capital invested in ‘productive* (that is, revenue-vielding'i irrigation works 
m India was estimated at about Rs. 103 crores and the net revenue from 
irrigation was over Rs. 10.66 crores. However, of the 17 million acres of 
land under canal inigation in 1946 47 nearly 14 million acres went to West 
Pakistan because of the partition. Taking into account all tvpcs of irri- 
gation works, major and minor, government-owned and privately-owned, 
the Indian Union had about 50 million acres of land under irrigation in 
1949-50. Programmes ot irrigation development m the First Five Year Plan 
were designed to raise the irrigated area to 65.6 million acres. As a percen- 
tage of the cultivated area the irrigated acreage was less than 15 per* cen: in 
1949- 50; this was proposed to be raised to neatly 20 per cent. 

The domestic production capacity of chemical fertilizers was still very 
small when the First Plan was taken up for implementation Programmes 
for fertilizer use were therefore adopted with great circumspection and 
schemes fur utilising organic manures were given some importance. The 
production target for nitrogenous fertilizers was fixed at 4.5 lakh tons (as 
compared with 0.5 lakh tons in 1950 51) and that for phosphatic fertilizers 
was fixed at l.S lakh tons (three times the 1950-51 figure*). The financial 
outlay foi the development of the fertilizer industry may be properly regar- 
ded as a key dement in the plan for agricultural development. 

A good deal of attention was given in the First Five Year Plan to the 
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building up of a suitable administrative structure to facilitate the execution 
of rural development projects. It was accepted as a general principle that 
the primary requirement for development in a stagnant economy .was “to 
bring about a change in the mental outlook of the people, and to instil in 
them an ambition for higher standards of life." The participation of the 
people in planned development effort, with voluntary labour or cash 
donations, was sought to be encouraged through the Community Develop- 
ment Projects inaugurated on Mahatma Gandhi’s birthday (October 2) 
in 1952. Similarly, the need for making essential agricultural services (for 
example, advice on the nature and dosage of manures) more easily avail- 
able to the villager led to the setting up of the National Extension Service 
in October, 1953. For both C.D. and N.E.S. projects the administrative 
unit was a Development Block covering more or less 100 villages and a 
population of 60 to 70 thousand. These blocks were set up gradually* since 
every such block would have to be provided a minimum financial support. 
By 1955-56 nearly 300 C.D. blocks and 900 N.E.S. blocks came into exis- 
tence in diffeient parts of the country. Nearly 2 crore people were covered 
bv the C.D. blocks in about 33000 villages. The N.H.S. blocks covered 
almost 6 crore people in 90000 villages. A C.D. project usually consisted 
of 3 development Mocks. 

The N.E.S block was entrusted with a relatively limited number of 
functions as compared with a C.D. block. The former was concerned 
primarily with the provision of agiicultuial services, while the latter was 
intended to encourage the total development of community life in the 
villages. The government's financial outlay for a C.D. block was almost three 
times the outlay for an N.F'.S. block. The N.E.S. blocks were set up on the 
basis of the recommendations of the Grow More Food Enquiry Committee 
(1947) who suggested that, for agricultural development schemes to succeed, 
there should be one village-level worker (YEW) for every live or six villages 
whose main function would be k *to convey to the farmer the lessons of 
research and to the experts, the difficulties of the farmer”. The VEW was 
also to arrange for regular supply of seeds and manures and piovide for 
services of veterinary and plant-disease experts when needed. 

The Community Development idea was the outcome of certain experi- 
ments in rural development conducted in U.P. and elsewhere by Amcncan 
and Indian social service workers. The villagers, it was felt, had to parti- 
cipate fully, and of theii own accord, if rural development schemes were 
to have a lasting impact on the villager,’ work habits and behaviour pattern. 
The introduction of the C.D. programme was facilitated by the availability 
of financial help under the Indo-U.S. Technical Co-operation Programme. 
Funds were also provided by certain U.S. agencies to carry out continuous 
evaluation of the C.D. projects. Lach development block was to have a 
complement of multi-purpose village-level workers who were to serve as 
local agents for all government departments concerned with rural develop- 
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ment. All such departments weie to be represented at the block level by 
technical specialists whose work was to be co-ordinated by an official 
belonging to the administrative cadre of the government and designated as 
the Block Development Officer (B.D.O.). The B.D.O.s were to be accoun- 
table for their work to the District development authorities. 

The organisation of rural development took a new turn with the estab- 
lishment of Panchayati Raj institutions on the recommendations of the 
Balwant Rai Mehta Committee (1958). The Committee, after studying 
the progress of community development work in the country, reached the 
conclusion that public participation in development work required the 
introduction of elected bodies at the village, block and district levels. These 
bodies, modelled on the ancient institution of Panohayat in Indian villages, 
came to be described as Panchayati Raj institutions. The structuie of such 
institutions was allowed to vary from State to State, depending on local 
preferences and traditions. In this structure the block came to be regarded 
as the lowest unit in respect of which separate development plan* could be 
drawn up. The Block Development Officer was to act as the principal 
executive officci of the elected body at the block level (usually called the 
Panchayat Samiti), while the District Magistrate or lvs subordinate officer 
would be looking after the atTairs of the elected district-level body (usually 
called the Zilla Panshad). By the beginning of the 1980s there had come into 
existence over ? lakhs of village panchayats, 4481 block-level Panchayat 
Samitis and 252 Zilla Parishads. The working of the Panchayati Raj 
institutions was reviewed by a Committee working undei the chairmanship 
of Ashoka Mehta in 1977. 

The powers and functions ot the Panchayati Raj agencies are not uni- 
form in all States. In general, they are lesponsible for agricultural develop- 
ment programmes, rural industrial units, rural health and sanitation, main- 
tenance of irrigation works and organisation of recreational facilities. They 
are endowed with power to levy certain taxes, though in some Slates they 
depend solely on grants made available for theii use by the State govern- 
ment. There is general agreement that the block-level institutions have 
been rendered somewhat ineffective in recent years, partly due to the 
inadequate financial support which they receive and partly due to the 
indifference of agencies at higher levels to involve them in development work. 


Agricultural Credit Institutions 

For many years before Independence co-operative institutions for the 
provision of both short-term and long-term credit to farmers had been at 
work in India. The Depression of 1929-32 left many of them debilitated, 
but the gains made during the period of the Second World War helped to 
put the credit institutions back on their feet. In 1949-50 the amount of 
co-operative short-term advances was Rs. 28.53 crores, a more than four* 
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fold increase over the amount advanced in 1938-39. But the co-operat.ive 
institutions were not very successful outside the two Provinces of Bombay 
and Madras; nearly two -thirds of co-operative societies’ advances were 
made in these two areas. Land Mortgage banks which made long-term 
advances, transacted a business of only Rs. 1 crorc during 1949-^0, most 
of these advances being confined again to Bombay and Madras . Takavi 
loans granted for agricultural purposes by the State had risen t o Rs. 15 
crores by 1949-50 as compared with Rs. 1 crore in 1938- 39. Bid. as the 
Reserve Bank of India’s (RBI) Rural Credit Survey (1953) revealed, the 
bulk of agricultural loans came from rural money-lenders and traders who 
usually charged very high rates of interest. 

The Committee of D irection of the RBI Rural Credit Survey recommen- 
ded that the State ought to play a more active roJe in re-vitalisi ng co-opera- 
tive credit institutions. The State governments were asked t o contribute 
to the share capital of these institutions. To facilitate such ‘Stiate-parfncred* 
co-operation the RBI' wets advised to create a National Agricultural Credit 
Fund from which loans were to be made to State government 5 for purchase 
of shares of co-operat.ive credit agencies. Another fund, itnown as Jhe 
National Co-operative Development Fund, was to be created by the Central 
government to make advances to States for taking up shares in non-credit 
co-operative institutions. With their resources thus augmented the 
co-operative institutions, it was believed, could make advances on a larger 
scale to their members. To build up a link between agricultural credi t and 
marketing, schemes for the construction of warehouses and godowns were 
taken up. Warehouse receipts were to be used as instruments for borrowing 
(at the post-harvest stage) by farmers who would deposit their piodu^c at 
the warehouse instead of selling it outright at the depressed prices following 
a good harve5it. 

The RBI also liberalised its conditions for making advances to State - 
level co-operative agencies (State Co-operative Banks) which financed the 
district-level agencies (Central Co-operative Banks) anil the primary credit 
societies. The period foi repayment of RBI advances v\;o extended from 9 
months, as under the RBf Act of 1934, to 15 months and in sonic cases to 
18 months,. The rate of interest on such advances was also reduced. 

As a 'result of all these developments the proportion of co-operative 
societies’ advances to total loans incurred by farmers began to improve. 
This proportion is believed to have gone up from 3.1 per cent in 1953-54 
(accordin g to RBI Rural Credit Survey) to 33 per cc nt in 1967 68 (according 
to All-India Rural Credit Review Committee). Hut co operative credit 
societies are still very unevenly distributed among the several States of the 
country, their membership is limited to the relatively affluent section of 
farmers, they have to work largely on Uhe basis of’ funds borrowed from 
the RBI and many of the societies havej run into large amounts of overdue 
loans thus impairing the viability of the co-operative credit structure. 
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The Rural Banking Enquiry Committee had recommended as early as 
1950 that, in view of the limited development of co-operative credit agencies, 
measures ought to be adopted to make commercial banks interested in 
financing agriculture. Some amount of marketing credit was being provided 
to agricultural trading interests by the commercial banks even before 
Independence. But loans for financing productive schemes or direct loans to 
farmers for arranging storage of their crops were regarded as outside the 
purview of commercial banks' normal activities. The Rural Banking En- 
quiry Committee had recommended the opening of new branches by the 
Imperial Bank of India, then the biggest private commercial bank in the 
country, in centres closer to rural areas. The target fixed by them for such 
expansion was 274 branches in five years starting from July, 1951. But the 
Imperial Bank showed no inclination to achieve this target. The Govern- 
ment of India decided, therefore, to regulate the Imperial Bank, now renamed 
as State *Bank of India and fixed on it the statutory responsibility of 
opening at least 400 new branches within five years. The centres for the 
location of ihc »»e^ branches were to be selected by consultations between 
the Central Government, the RBI and the SBI authorities. By 1960 the 
number of new branches opened was 416, but the selection of centres was 
not always made with an eye to the potential of agricultural business. 

Concern over the distribution of commercial bank credit, with the 
objective of making such credit more effective for the realisation of the 
agricultural target* in the Five Year Plam. began to grow' within the country. 
In May 1967 a non-official resolution in the Rajya Sabha (Upper House of 
Parliament) called for the nationalisation of banks. The government res- 
ponded in December 1967 with the establishment of a National Credit 
Council who were entrusted with implementing a policy of 'Social Control’ 
of credit. The NCC. which consisted of representatives ol various interests, 
was expected to determine priorities in the field of distribution of commer- 
cial bank credit. But it had no implementing authority. Following discus- 
sions at the NCC. the RBI would issue guide-lines to the management of 
different banks. Although the NCC fixed certain targets for the allocation 
of bank loans to agriculture (Rs. 65-70 crores for the period July 1968- 
June 1969), these targets were too low and were easily fulfilled. These 
agricultural loans, however, went wholly to agencies concerned with ier- 
tili/.er distribution and construction of storage facilities, and not to farmers 
for development of productivity in theii farms. 

It was in this context that 14 major commercial banks came to be nation- 
alised through the issue of an Ordinance on July 19, 1969. Another 6 banks 
were nationalised on April 15, 1980. Following nationalisation the banks 
have now increased their operations in the field ot agricultural credit. Over 
55 per cent of commercial bank branches are now (1985) located in iural 
areas as compared with only 22 per cent immediately betore the bank nation- 
alisation of 1969. A new type of credit institution, the Regional Rural 
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Bank, has been ushered into existence since 1976 to cater primarily to rural 
needs. In 1982, the National Bank for Agricultural and Rural Develop- 
ment (NABARD) was set up to co-ordinate the activities of rural credit 
institutions. With its establishment the RBI’s supervisory role over 
co-operative credit institutions has been transferred to this institution. 

In spite of all these institutional innovations, the ability of organised 
credit agencies, as distinct from traditional money-lending interests, to 
cater to the needs of agricultural borrowers remains limited. Because of the 
accumulation of overducs the flow of co-operative credit to rural areas has 
begun to slow down. The share of the agricultural sector in gross commer- 
cial bank credit was no more than 1 1.8 per cent in 1979 and reached only 
15.3 per cent at the end of December 1985. Because of their insistence on 
too many formalities and their limited working hours bank credit still 
remains less acceptable to the agricultural borrowers than money-lenders’ 
loans. The Sixth Plan (1980-85) projected for agriculture and allied sectors 
a growth in institutional credit from Rs. 2550 crores (1979-80) to Rs. 5415 
crores (1984-85). This goal was to be achieved by increasing the propor- 
tion of commercial bank loans going to agriculture as well as by an increase 
in the number of Regional Rural Banks working in different parts of the 
country. However, with the expansion in bank loans to agriculture, the 
problem of timely realisation of such loans has been posing some 
problems. 


A Review of Agricultural Development Since 1951 

Although problems still remain regarding planning at the block and dis- 
trict levels for agricultural development as well as adequate institutional 
financing of farm-level activities, the policies followed at the national and 
State levels have succeeded in bringing about since 1951 a substantial 
improvement in most types of agricultural output. The index of agricultural 
production (1967-68 to 1969-70 average- UK)) for all crops, which stood at 
58.5 in 1950-51 rose to 86.7 in 1960-61, 112.4 in 1973-74 (end of fourth 
Plan) and further to 138.0 in 1978-79 (end of fifth Plan). In the case of 
cereals the gain was greater; the index rose from 53.8 in 1950 51 to 143.1 
in 1978-79. Among major crops the biggest rise was witnessed in the case 
of wheat (from 37.8 to 193.9 in the same period), which benefited from the 
high-yielding varieties of seed introduced into India from Mexico (around 
1965-66) and modified to sonic extent by local research. Within a -.pace of 
eight years, between 1965-66 and 1973-74. the production of wheat more 
than doubled. This phenomenon has often been described as the Green 
Revolution, although it was primarily a revolution in the technology of 
wheat production and remained confined in the main only to Punjab, Har- 
yana and Western (Jttar Pradesh. A revolution on a comparable scale 
occurred also in the production of potatoes, ginger and natural rubber, 
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but the importance of these products is far less than that of wheat. The 
most important cereal crop of the country, rice (paddy), also benefited 
from the introduction of a few high-yielding varieties, but not to the same 
extent as wheat. Pulses as a group (having a weight of 8.07 pei cent in crop 
production) registered a decline after 1960-61, though their production had 
increased by nearly 25 per cent between 1950 51 and 1960-61. Fibre crops 
(cotton, jute and mesta) and oilseeds also registered at least a doubling 
of production levels between 1950-51 and the closing year of the Fifth Plan 
(1978-79). 

Part of the increase in agricultural production was attributable to an 
increase in the cropped area through waste land development and multiple- 
cropping on irrigated land. But in the case of most crops the greater part of 
the increase in production was due to the increase in yield per acre. The 
average yield of wheat more than doubled between 1950-51 and 1978-79, 
but in several other minor crops like ragi and jowar the average yield went 
up even more, their smaller rate of increase in production being due to the 
shrinkage ** r the area under cultivation. In rice the per acre yield went up 
i>y nearly 90 per cent. Productivity declined in r c>pect of some pulses and 
spices like black pepper and chillies 

By 1978 the Indian limon became able once again to provide, without 
depending on food imports, at least 424 grammes of cereals per day to all 
us inhabitants. This contrasts strikingly with the situation in 1951 when, 
despite food imports of 4.S million tonnes, the per capita daily availability 
of cereals was no more than 335 grammes. However, the average cereals 
quota has hardly any practical relevance, since this has to be purchased on 
the market and a large section of the Indian population is yet without ade- 
quate purchasing power and has to remain under-fed. An estimate made for 
1970-71 by the Seventh Finance Commission (.1978) pm the number of such 
people, living below the Poverty 1 me. at 27.8 crores in 15 major States 
covered. They formed about 52 per cent of the total population in these 
States. In 1979-80 the number of people below the Poverty Line was esti- 
mated at 31.6 crores. 4 But because of differences in concepts the two sets 
of figures are not comparable. 

In the absence of adequate demand from prospective consumers, some 
of the loodgrains have to be purchased on government account both to 
prevent a fall in crop prices and to build up tood stocks that can be used in 
a year of scarcity. But though a certain amount of stock-piling may be useful, 
too large a stock involves heavy storage cost and often leads to deterioration 
of the stored grains. The increased production ol food-grains since 
1951 has been of little use in improving the level oi tood intake ot nearly 
half the population of the country. It is only by drawing such people into 
productive activity and endowing them with greater purchasing power that 
this problem of 'poverty amidst plenty' can be solved. 

4. This was 48.4 per cent ol‘ the estimated tui.il population i \ that year. 
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The State and Industry 
under British Rule 


In the early days of British rule the East India Company did not think it 
improper to come to the aid of Indian industries, by financial as well as 
organisational assistance, since many Indian industrial products figured in 
the Company's exports. As manufacturing interests increased their strength 
in Britain, they played an active part in bringing about the cessation of the 
Government of India’s active involvement in industrial projects. The 
period of transfer of Indian administration from the Fast India Company 
to the British Crown was also the high noon of laissez-faire doctrines. 
Under the Crown the British administration in India became very largely 
apathetic to industrial growth. 

The importance of industrial development could not, however, be lost 
sight of altogether, since the problem of excessive pressure on agriculture 
w'as being keenly felt with the decline of the traditional handicrafts. Atten- 
tion to the need for diversification of occupations was drawn most poin- 
tedly by the Famine Commission of 1880. The Commission’s Report dis- 
cussed fairly extensively both the possibilities and limitations of Govern- 
ment action in relation to industrial development. It is unfortunate that 
little attention was paid to the positive aspects of the policy advocated by 
the Famine Commission and only a very cautious policy was adopted in the 
matter of industrial training, demonstration and the purchase of indigenous 
stores for State purposes. A Government Resolution of 1883 asked officers 
to limit their indents on the European market to those articles only which 
could not be obtained in India but no effective measures were taken to 
increase the range of articles that could be indented from India. 1 Two other 
consequences of the Famine Commissions thought-provoking Report 
were: (a) the establishment of a Commercial Museum in Calcutta, and (b) 
an examination of Indian industrial products by the Government Reporter. 
A beginning was also maae in the field of technical and industrial education. 

The spirit of the Famine Commission’s recommendations, however, 
inspired the Government of Madras which initiated an experiment in State 


1. For an account of the Government of India’s Stores Purchase policy uuring 1K83- 
1928, see Sen, S.K., Studies in Economic Policy and Development oj India ( 1848-1926 ), 
Ch. II. 
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sponsorship of certain selected industrial crafts towards the end of the 19th 
century. Lord Cur/on, the Viceroy, subsequently felt the need for a 
coordinated policy of stimulating industries and created in 1905 a separate 
Department of Commerce and Industry in the Central Government. The 
pioneering example of the Government of Madras was aKo taken up by 
some other Provincial governments, notably U.P. 

In 1908 an Industrial Conference was held in Ootacamund which advo- 
cated a larger share for the Government in industrial activities. But indus- 
trial interests in the Conference, largely Luropeans, were not very favour- 
ably disposed to such proposals and sought to limit the State's functions to 
initial demonstration and training. When the Government of India sought 
the permission of Lord Morlev, the Secretary of State for India, to create 
a permanent Department of Industries for the purpose of pioneering indus- 
tries, %he latter refused to sanction anything which might lead the govern- 
ment to embark on a commercial venture. "State funds”, he suggested, 
“may be expended upon familiarising the people with. . .improvements in 
the methods ot production. . . ; further than this the State should not go, 
and it must be left to private enterprise to demonstrate that these improve- 
ments can be adopted with commercial advantage." Lord Morley’s 
successor. Lord Crewe, was a little more responsive to the Government of 
India's suggestions for a pos>tive mdustiijl policy. He was prepared to 
allow Government to purchase and maintain experimental plants for 
demonstrating improved methods ot production. But the Government of 
India remained vacillating and although Provincial Departments of Indus- 
tries came into being they continued to play only a very limited role in 
the promotion of new industries. 

The First World War brought out clearly the importance of making 
India industrially stronger and more self-sufficient. The Government ol 
India m their despatch of November 26, 1915, urged upon the Secretary 
of State the need for making India industrially better equipped with the 
required assistance forthcoming from the State. In 1916 the Industrial 
Commission was appointed with the following terms of reference: 

(a) whether new openings for the profitable employment of Indian 
capital in commerce and industry can be indicated: 

(h) whether, and if so, in what manner, government can usefully 
give direct encouragement to industr d development, (t) by rendering 
technical service more readily available; (//) by the demonstration of 
the practical possibility on the commercial scale of particular industries; 
(Hi) by affording, directly or indirectly, financial assistance to industrial 
enterprises; or (n) by any other means which arc not incompatible with 
the existing fiscal policy of the Government of India. 

At the same time as the Industrial Commission was going through 
its deliberations, the Government of India took a further measure to 
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stimulate local, manufacture of stores required for the purposes of the War. 
In April 1917 the Government set up the Indian Munitions. Board "to 
control and develop Indian resources, with special reference to the needs 
created by the war to limit and coordinate demands for articles not pro- 
duced in India, and to apply the manufacturing resources of India to war 
purposes with the special object of reducing the demands on shipping.” 
The Board initiated measures to purchase stores for the Army inside the 
country and to encourage the establishment of new plants or development 
of established plants in order to augment the indigenous supply of such 
stores. The Board was able to discover that in many cases reliance on 
foreign articles could be dispensed with by giving suitable encouragement 
to domestic suppliers. The success attending the work of the Munitions 
Board helped in crystallising opinion in the Industrial Commission. In 
its Report, published in 1918. the Commission enunciated two basic pro- 
positions regarding the future industrial development policy of the Govern- 
ment of India. First, the Government was required to play a more active 
part than hitherto in industrial development and, secondly, an adequate 
administrative apparatus had to be built up in the coming years if the 
Government had to discharge its proper role in industrial development. 

After the War the Government of India Act of 1919 made Industries 
a Provincial transferred subject entrusted to a Minister responsible to the 
Provincial Legislature. But the Central Government was to play its part 
in a coordinating capacity ana a Central Department of Industries was 
created under Sir Thomas Holland who had presided over the Industrial 
Commission a few years earlier. An important step to encourage the pur- 
chase of Government stores in India was taken w ith the appointment of the 
Stores Purchase Committee in December 1919. One of its recommendations 


was to provide industry with guaranteed minimum orders for Government 
purchases. This measure was of considerable help to the Indian Iron and 
Steel industry in the immediate post-war period. At this time manv British 
and European competitors were trving to recover l U st ground in the Indian 
mar et. Prices quoted by them were sometimes even below the commercial 
cost of production. It wa, stated by a Committee, set up in 1922 to re- 
examine the Stores Purchase Rules, that asking newly established Indian 
m ustries to compete on the basis of price quotations with established 
European industries was unfair and unhelpful. The Committee, therefore. 

? in fa '°" r " fa policy uf '-hfch would enable 

rCC0 '" 1 " E '“ r “"deterred by foreign com- 

The policy of proteelion was at this time a very live ,ss„e Ind,.,. 

r:“r ,6 ;r" m ih,! <cmrai cocci. 

moved by Sir Ibrahim Rahuntoola, had demanded that the question of 
gran ing tariff protection to Indian industries should be thoroughly exa- 
mined. B„, When the industrial Commission was set up in MaTttayw. 
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the Commission’s terms of reference did not include the issue of tariff 
protection. Great disappointment was caused by this exclusion. It was 
pointed out at the time that until the question of giving full fiscal autonomy 
to the Government of India had been settled, it would be premature for a 
Commission of Inquiry appointed by the Government of India to go into 
issues of fiscal policy. The hurdles were cleared in 1919 when the British 
Parliament’s Joint Select Committee on Indian Constitutional Reforms 
came out in its Report clearly in favour of fiscal autonomy for India. 'Tn 
the opinion of the Committee,” the Report said, "the Secretary of State 
should, as far as possible, avoid interference (regarding fiscal policy) when 
the Government of India and its Legislature are in agreement.” This view 
was endorsed by the Secretary of State in his Despatch to the Government 
of India dated June 30, 1921. 

Although a legally endorsed protectionist policy was not adopted until a 
few years later, the Government of India's financial difficulties during and after 
the war were forcing it to adopt a ncar-protectionist tariff policy. In 1916 
the general rate of import duty was raised from 5 per cent ad valorem to 
7.5 per cent. fliis> rose in 1921 to II per cent and in the following year to 
15 per cent. These high rates of dut>, albeit imposed for revenue purposes, 
were already making such inroads into doctrinaire free trade principles that 
a policy of protection no longer met w ith active resistance from any quar- 
ters. By a Government of India Resolution dated October 7, 1921. a Fiscal 
Commission was set up with Sir Ibrahim Rahimtoola as its Chairman. 

The Policy of Fiscal Protection to Indian Industries 

The Indian Industrial Commission (19J6-I8) had expressed itself in 
favour of protectionist policies for developing modern industries in India. 
Examining this issue in greater detail the first Fiscal Commission, appoin- 
ted in October 1921, formulated a policy for grant of fiscal protection to 
deserving industries in the initial stages of development or in cases where 
they were under pressure from unfair foreign competition. 

For the selection of industries which, if granted protection in the early 
stages, would be able to develop to their full stature in India, the majority 
of the Fiscal Commission suggested the following principles of 'discrimina- 
tion': 


(/) the industry must be one possessing natural advantages, such as 
an abundant supply of raw material, cheap power, a sufficient supply of 
labour, and a large home market: 

(//) the industry must be one which without the help of protection is 
not likely to develop at all. or as rapidly as is desirable in the interests of 
the country ; 

{Hi) the industry must be one which will eventually be able to face 
world competition without protection. 
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These three principles, often referred to as the 'triple formula’ of the 
Fiscal Commission, were no doubt eminently reasonable, ft is economically 
unsound to grant protection to an industry which offers no prospect of 
eventual development and cannot turn out products at a reasonable cost 
within a reasonable period after the grant of protective assistance. The 
formula, however, overlooked that in some cases this economic logic may 
have to be set aside. An industry needed for the country's defence, or a 
basic industry whose development within the country is essential in the 
national interest, will deserve protection even if the period of protection has 
to be somewhat prolonged. Besides, the usual argument that protection 
should be confined only to deserving industries loses some of its validity in 
a situation of widespread unemployment and under-employment. In such 
cases the burden of protection may have to be borne by the community 
over an extended period simply in order to bring unutilised domestic 
resources into active use. 

Apart from these general arguments against a policy of 'discriminating' 
protection, the Government of India's policy, as it was worked out during 
the years 1929-39, came also to be criticised because of its rigid and unsym- 
pathetic interpretation of the principles laid down by the Fiscal Commission. 
For example, a particular industry might be denied protection simply 
because it lacked one among a number ol'its raw materials, although instances 
were not lacking in other countries, notably Japan, where industries were 
working successfully on imported raw' materials. The Fiscal Commission, 
it appears, did not want that the first principle which it enumerated about 
the 'natural advantages’ of an. industry should be interpreted so literally. 
Logically, too, if the ‘natural advantages' enjoyed by an industry were com- 
plete in every respect and from the early beginning of the industry, it would 
be under no need for protection. The Government of India, however, 
rejected applications for protection on comparatively flimsy grounds and 
thus brought the policy of ‘discriminating protection’ into disrepute. 

The procedure adopted by the authorities for the grant of protection 
was unsatisfactory. The Fiscal Commission had recommended a per- 
manent Tariff Board to consider applications from industries seeking pro- 
tection. The Government of India preferred to have a system of temporary 
Tariff Boards set up to consider the case for protection in a particular 
industry’ and dissolved it as soon as that case was decided. Such a system 
not only involved delay in getting the tariir-granting machinery into motion, 
but also prevented the accumulation of a fund of experience in the tariff 
authority. Moreover, since each Tariff Board concerned itself only with a 
single industry, the expansion schemes of different industries could not be 
synchronised or coordinated. As a result the policy could be blamed for 
leading to lopsided growth in the industrial field. Certain industries received 
encouragement no doubt, but other industries intimately related to the 
former were cold-shouldered. This happened also because the government 
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rarely trek the initiative in the matter of granting protection. Until the 
industry itself made the first move, the government could remain totally 
indilferent. This implied, of course, that only established industries could 
receive the benefits of protection. Industries still in the embryo stage 
received no attention from the authorities. 

In spite of all these limitations, however, the policy of discriminating 
protection produced some noticeable acceleration in industrial develop- 
ment. The first industry to receive protection was the Steel Industry which 
was helped in 1924 with both enhanced import duties on steel bars and 
bounties on the domestic production of steel rails and fish-plates. The pro- 
tection granted was of the 'safeguarding' type intended to enable the young 
Indian steel manufacturing units to survive the 'vigorous' competition 
from the established steel industries of the U.k. and the E uropean Con- 
tinent. fn 1927 and subsequent years similar safeguarding measures were 
adopted to protect the cotton textiles industry. by no means an 'infant' 
industry, against unfair competition from Japan and Lancashire. Among 
relative!*' new industries which were helped by the policy of protection to 
get established on a tinner bihn than previously may be mentioned: the 
Paper industry (using bamboo-pulp as raw material) protected in 1925, the 
Sugar industry protected in 1932. the Matches industry protected in 1928* 
the Heavy C hemicals industry protected in 1931. the Gold Thread industry 
also protected in 1931 and the Silk Vain and Piecegtods industry protected in 
1934. Some important Indian industries which perhaps deserved but did not 
receive protective assistance were Cement, Glass and Petroleum-refining. 

The adoption of a policy of fiscal protection by the Government of 
India brought into prominence the is>ue of Imperial Preference. Indian 
public opinion was m favour ol levying uniform import and e\port duties 
on all goods whatever might be their origin or destn: ition. The policy of 
Imperial Preference required that preferential treatment should be given 
to goods coming from or going to Britain and the British Dominions and 
tcrritoiics. In 1920 a small measure of Imperial Preference had already 
been introduced when exports of hides and skins to Britain and British 
territories were subjected to lower rates of duly than similar exports to 
other countries. When the Fiscal Commission recommended a protective 
tariff policy for India, the question of Imperial Preference assumed greater 
importance. Any preferential ueatment for imports of British origin was 
resisted on the ground that u would reduce the ellectiveivss ot protection 
and help the. British producer at the expense of the Indian consumer. 
Regarding preferential treatment ot goods troni Bnlish Dominions like 
Australia or South Africa there was in addition the political argument that so 
long as these countries maintained their anti-Asiatic attitude m matters of 
immigration and domicile, India could not be generous in het treatment 
of their exports. 

In spite of opposition, however, the Government of India introduced 
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measures of Imperial Preference in the tariff legislation of the country during 
1924-29. When protective tariff was imposed on steel imports in 1924, lower 
rates ot tariff were imposed on British than on non-British steel. In the case 
of cotton textiles too, preference was given to goods of British origin by 
subjecting them to lower rates of import duty. 

The Ottawa Imperial Conference of 1932 formally consolidated the 
schemes of Imperial Preference hitherto in operation and afforded an 
opportunity to the Empire countries to bargain with Britain for better terms for 
the entry of their own goods into the British market. An agreement between 
the Indian and British delegates concluded on August 20, 1932, provided 
for the duty-free entry of the following classes of Indian goods to the British 
market: cotton and jute manufactures, tanned hides and skins, rice, tea, 
coffee, groundnuts, magnesite, magnesium chloride, non-essential vege- 
table oils, etc. In return, India agreed to grant a 1\ per cent preference to 
imports of British motor vehicles and a K) per cent preference to a number 
of other goods of British origin. Provisions were also incorporated for the 
grant of preference to cotton textiles and iron and steel products coming 
from Britain. 

In justification of the Ottawa Agreement it was pointed out at the time 
that only by such specially negotiated bi-lateral agreements could the 
exports of Indian goods be maintained in the atmosphere of intense com- 
petition which the Great Depression had created. To those who pointed 
out that demand for Indian exports in Britain was in any case inelastic and 
no useful purpose could therefore be served by such an agreement, the 
Government s reply was that .the agreement was defensive in character, 
intended to forestall any potential competition that might arise in future in 
other parts of the British Empire. 2 

The working of the Imperial Preference system under the OUawa Agree- 
ment did not prove satisfactory for India. British exports to India increased 
substantially, but Indian exports to England increased only to a small 
extent. The Agreement only caused dissatisfaction among India’s other 
trade partners in Europe and North America. It helped the revival of 
British industry more than it helped the economy of India. When the Agree- 
ment fell for renewal in 1936, the Indian Legislative Assembly vehemently 
opposed its terms and the Agreement was abandoned. A fresh Indo-British 
agreement was, however, signed in March 1939 and approved by the 
Governor-General in spite of an adverse vote against it in the Indian legis- 
lature. This agreement considerably narrowed down the range of preferences 
accorded to British imports. But a trade agreement with Britain was in 
any case unlikely, in the political circumstances of the day, to be accep- 
table to public opinion, specially when no attempt was being made to reach 
a similar understanding with non-British trade partners. 

2. See Madan, B.K., India and Imperial Preference, 1939, 
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The fiscal policies of 1923-39 were continued during the years of the 
Second World War. Conditions were created during the War for the emer- 
gence of several new industries as foreign supplies were curtailed to the 
barest minimum. At the same time, the established industries stretched 
their productive capacity to the limit lo meet the war-time increase in 
demand. 

To encourage new industries which were coming into existence to fill 
up the vacuum created by the temporary withdrawal of foreign competition, 
the Commerce Member of the then Government of India announced in 
June 1940 a significant liberalisation of the fiscal policy then being pursued. 
The new industries were assured that they would be protected against for- 
eign competition when necessary, provided that the industries were organi- 
zed on sound lines. This signified a marked departure from the half-hearted 
mannfy in which the policy of discriminating protection had been worked 
before the War. But in a sense the assurance was too sweeping because many 
of the war-born industries were make-shift affairs and it might be unecono- 
mic to prop them up artificially after the War. 

In April 194^ the Government of India set up a special TarilY Board 
to investigate into the claims of protection of the industries that had come 
into existence during the War. l or the guidance of this Taritf Board the 
Government laid down two general principles a> follows: 

fl) the industry to be assisted must be established and conducted on 
sound business fines, and 

(2) either {*/) that having regard to the natural and economic advan- 
tages enjoyed by the industry and its actual or probable cost, it was likely, 
within a reasonable time, to develop sufficiently to be able to carry on 
successfully without protection or State assistance; 

or, (/?) that the industry was such that it was desirable, in the national 
interest, to grant protection or assistance to it and ths probable cost of such 
protection or assistance to the community was not excessive. 

Sub-clause (/») above was liberal enough to satisfy those who objected 
against the caiher rigid interpretation of fiscal policy in N22-23. But while 
the grounds on which protection could be eiaiv.ed were thus widened, the 
Tariff Board was not authoused to recommend pioiection or other assis- 
tance for mou than three years. This was general!} considered insufficient 
in view of the fact that many of the war time industries needed substantial 
investment to make them lit for sumvmg the post-war competition and 
such investment was unlikely to be forthcoming without the assurance of 
Stale support for a longer period. 

Aftei the attainment of Independence the Government of India ieeons- 
tituted the Tariff Board with wider functions and powers. In addition to 
investigating about industries in need of protection the Tariff Board was 
also (a), to ieport to the government, as and when required, tegarding 
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factors which led to increase in the cost of industrial production in India, 
and ( b ) to advise the government, as and when required, regai ding measures 
whereby domestic production could be secured on a more economical basis. 
Between 1947 and 1950, this Tariff Board carried out a number of tariff 
and cost investigations, extending tariff protection to over 40 war-time 
industries which had earlier been given protection for a short period and 
also discontinuing protection in those cases where the industry had alicady 
become reasonably w r ell settled. The cotton textiles, paper and steel indus- 
tries were de-protected on the recommendations of this Board. 

As the list of protected industries grew longer, the Government began 
to leel the need of keeping the progress of these industries under continuous 
watch. Accordingly, by a resolution m August 1948, the Government 
authorised the Tariff Board to conduct enquiries, as and when necessary, 
regarding the effect of protection or other assistance on the organization 
and performance of a protected industry and to suggest measures, il neces- 
sary, for the modification of the schemes of protection and assistance. At 
the same time it was being realised that industrial protection, instead of 
being granted to particular industries in a piecemeal manner, must be con- 
ceived as a means to the realisation of an integrated plan of industrial 
production. The task of formulating anew a comprehensive fiscal policy 
suited to the changed political and economic circumstances was laid upon 
a Fiscal Commission set up with eight members in April 1949. 

This second focal Commission was presided over by Mr. V.T. Kroima- 
machari. It submitted its report in 1950. In its report the Commission 
stressed the necessity of relating the policy of fiscal protection to an over- 
all plan of economic development. In the absence of such a plan, as tiie 
experience of the kM three deludes had shown, industrial development 
lacks a unity of purpose and the burden of protection is correspondingly 
enhanced. Pending the preparation of a comprehensive development plan, 
the Commission suggested that protection should continue to be granted 
to industries in accordance with the following principles: 

(1) Defence and other strategic industries should be protected, whatever 
the cost of protection may be, on grounds of national interest; 

(2) Basic and key industries should be granted protection, subject to 
terms and conditions which must be complied with bv the protected industry 
and subject to periodic -1 review of such compliance by an appropriate 
authority; and 

(3) In the case of all other industries, the criteria to be applied for 
granting protection should be that (a) having regard to the economic 
advantages ot the industry and its actual or probable cost of production, the 
industry is likely within a reasonable lime to be able to carry on successfully 
without protection or assistance, and/or (h) the industry is such that it is 
desirable in the national interest to jrant protection or assistance to it and. 
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having regard to its direct and indirect advantages, the probable cost of 
such protection or assistance to the community is not excessive 

The conditions laid down by the second Fiscal Commission were thus 
much less restrictive than those which the Fiscal Commission of 1921-22 
had recommended. In particular, the Commission laid down the principle 
that the local availability of raw materials should not be a condition prece- 
dent to the grant of protection, provided that the industry possessed other 
significant advantages. Nor was it necessary that a protected industry should 
eventually be able to satisfy the needs of the entire domestic market; it 
should be enough if the protected industry could grow to a reasonable size 
within a reasonable period of time. Besides, industries might be granted 
protection with an eye to their potential for catering to the export market 
rather than the home market. In these and other ways most of the cons- 
traints Of the earlier period of protection were now abandoned. 

The Commission also showed its awareness about the need for protec- 
ting new and embryonic industries, particularly those, where heavy initial 
capital out'ay was involved. The tariff authority, it was recognised, would 
have to ascertain from the facts at its disposal the prospects which such an 
industry might have and the competition that it might encounter. On the 
basis of this assessment, measures of protection or assistance would have to 
be suggested even before such industries had been actually established. It 
was also recognised that protection to a particular industry which produced 
raw materials or stores for another industry would, in most cases, call for 
‘compensatory’ protection to the second industry as well if the industrial 
structure was to be well balanced/ 1 

One of the issues referred to the second Fiscal Commission was: how 
far India could undertake international obligations of th>* kind involved in 
the General Agreement on Tariffs and Trade (G.A.T.T.) and the Charter 
of the International Trade Organization (the Havana Charter) in view of 
her requirements of industrialisation and export development. The Com- 
mission discussed the implications of India’s participation in these inter- 
national institutions and recommended that India should become a mem- 
ber of such institutions for the sake of her commercial interests, but at the 
same time she should not sacrifice her right to impose restrictions on foreign 
imports when such restrictions were necessary for her own industrial deve- 
lopment. In subsequent years India has pursued the policy of persuading 
the international institutions to accord s L cial treatment to under-indus- 
trialised countries when taking measures for freeing international trade 
from tariffs, import controls and other restrictions. 

On the recommendation of the second Fiscal Commission a permanent 
and statutory Tariff Commission was set up to make tariff investigations and 
to undertake cost and price enquiries in specified industries. 

3. For other recommendations sec Report of the Fiscal Commission, 1949-50, Vol. I, 
Book IV. 
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The Story of Modern Industrial 
Development in India 


In 1818 what is believed to be the first modern industrial factory in India 
was launched in Calcutta by a group of European capitalist entrepreneurs. 
It was the country’s first cotton mill. In 1830 or thereabouts attempts were 
made to introduce modern methods of iron-smelting by an Englishman 
who established his works in Madras. . But these early attempts 
invariably came to grief due to lack of capital and enterprise. British 
capital was still not eager to seek outlets in India. Domestic capital 
was not yet prepared to seek profits in modern manufacturing, but pre- 
ferred the easier and less uncertain returns from commerce and land-hold- 
ing. Internal communications were poor. The currency and banking sys- 
tem was inadequate for the rise of modern industry. Joint-stock ventures 
were still unknown. The commercial policies of the East India Company 
were not particularly helpful for the industrial capitalist, foreign or Indian, 
seeking to introduce new manufacturing methods into India. 

It w r as only in the decade 1850-60 that stable foundations were laid for 
the rise of some types of modern industries in the country. Cotton mills 
began to be established in Bombay after 1854 mainly as the result of the 
enterprise shown by some Parsi cotton merchants. The first jute-spinnmg 
mill came into existence at Rishra near Serampore in (West) Bengal in 1855, 
while the weaving section of the jute industry started its operations in 1859. 
Manufacture of leather by the use of modern methods started in 1860 with 
the establishment of the Government Harness and Saddlery Factory at 
Kanpur. Machine-made paper was introduced after 1870 when the Bally 
Paper Mills were founded. In 1874 the Barakar Iron Works started its pro- 
duction of pig iron. Woollen mills came into existence in 1876. The pro 
duction of matches dates from 1895. Cement manufacturing started in 1904. 
Behind the rise of all t^ese different industries there was the gradual 
opening of new' coal mines w'hich kept up the supply of industrial power. 
Beginning in 1820 at Raniganj, coal mining spread to other coalfields until 
by the beginning of the 20th century the number of coal mines rose to over 
300 employing over 85, (XX) workers. The development of coal mines was, in 
its turn, facilitated by the construction of railways after 1854. The railways 
themselves were big purchasers of coal. In addition, they helped the distri- 
bution of coal from the mines to ’he newly-emerging industrial centres. 
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Some Major Indian Industries 

The Cotton Mill Industry 

The first cotton mill in India was set up at Ghusuri near Howrah and 
‘the first to survive early liquidation was a Bombay mill founded in 1851. 
The Bombay mill, established by a Parsi merchant, Cowasji Nanabhoy 
Davar, became the pioneer of similar enterprises in that region and the 
radiating point of modern cotton textiles manufactures in India. By 1875 
there were 48 cotton mills, most of them in the Bombay region, with about 
10,000 looms and 1 million spindles. The majority of these mills had both 
spinning and weaving units. For some time in the early years the industry 
was handicapped by the sharp rise in the price of cotton, caused by the Civil 
War in ^te United States. The termination of the Civil War brought down 
cotton prices to a more reasonable level and the cotton mill industry started 
spreading to inland centres like Ahmedabad, Nagpur and Sholapur situa- 
ted in the heart of the cotton-growing tract of India. B^ 1882 the number of 
mills rose to 62, total loomugc to 15,116 and ‘-pindleage to 1.65 million. 
The authorised capital in the industry in that year was estimated as Rs. 6.37 
crores (Rupee Companies) plus 180,000 (Sterling Companies) and over 
53 000 persons were employed. 

The development of the cotton-mill industry in Tndia had its repercus- 
sions on Lancashire. Indian imports of cotton twist and yarn ceased to 
expand in the 1870s and. although imports of manufactured cotton goods 
were still increasing. India had begun to export coarser varieties of cotton 
cloth in larger amounts. As the Government of India, pressed by heavy 
financial needs of the Indian Mutiny and other military activities, had found 
it necessa; y to enhance import duties, Lancashire interests picked on the 
cloth import duties as the villain of the piece, suggesting that these were exer- 
cising a protective influence giving a differential advantage to the cotton 
mills in India. The British Parliament, still wedded at this time to undilu- 
ted free trade principles, accepted Lancashire’s plea, although it was repea- 
tedly pointed out at the time that the varieties of cloth produced by the 
Indian industry were not directly competitive with Lancashire products. In 
March 1879 import duties on certain coarser varieties of cloth were taken 
off by the Government of India at the behest of the British Government. 
This was followed, in 1882. by a total repeal of all import duties. 

The repeal of import duties did not have any noticeable ellect on the 
expansion of cotton mills in India. The number of milL increased steadily 
and, with the introduction of new types of mill machinery after 1885, the 
production of finer counts of yarn and superior varieties ot cloth also 
became possible. By 1895 the number of cotton mills had risen to 138. looms 
numbered 29,392 and spindles installed had reached 3.5 million. Indian 
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yarn was making serious inroads into British sales of yarn in China. 1 By 
1903-04 another 68 mills had come into existence. The number of looms and 
spindles was increasing all the time, looms increasing at a slightly faster rate 
than spindles. Japan which was a purchaser of Indian yarn w'as at this time 
developing her own production of cotton yarn. Besides, the domestic 
demand for cloth was on the increase so that a larger proportion of the yam 
began to be used for cloth production at home. Of the 206 mills in 1904, 
113 were exclusively devoted to spinning, 5 exclusively to weaving and the 
rest were composite mills. Nearly 186,000 persons were then employed in 
the cotton mill industry. 

Towards the end of the nineteenth century cotton mills in India began 
to face a number of problems. The plague epidemic (1896) in Bombay 
gave rise to a scarcity of labour and a rise in wages. In 1900 the failure of 
the cotton crop due to drought created difficulties about raw' material sup- 
plies, while famines in the closing years of the century reduced the off-take of 
cloth in the domestic market. Political disturbances in China, coupled with 
fluctuations in exchange rates between the Indian and Chinese currencies, 
led to a slowing down of Indian exports to China. In 1902 the American 
QOtton speculation drove cotton prices up. causing a shrinkage of profits 
for Indian cloth mills. In 1895 when import duties were re-imposed on 
British yarn and cotton goods, the Indian Cotton mills were subjected to 
the levy of a “countervailing" excise duty so as to neutralise any competi- 
tive advantage they might otherwise have over their British, counterparts. 
But these difficulties were met by the industry by introducing some essential 
measures of reorganisation which helped its further expansion. By 1913-14 
there were 264 mills employing over 266,000 people. Looms and spindles 
numbered 96,688 and 66.20,576 respectively. The capital invested in the 
industry stood at Rs. 21.5 crores plus £636.3 million. 

With the outbreak of World War I India lost some important markets 
for her exports of cotton yarn and pieccgoods. Mill machinery and mill 
stores could not be secured from England which was engaged in an all-out 
war. The number of cotton mills, m fact, declined marginally during the 
War. In 1919-20 there were 263 mill > against 267 m 1915-16. The number 
of spindles declined from 6,68 million in the latter year to 6.50 million in 
1918-19. But the number of looms increased steadily even during the war 
years. 2 At the end of the war more than 3 lakh operatives were at work in 
the cotton mill industry. During the war years the diminution in the export 
trade in yam gave an impetus to the expansion of cloth production for the 
domestic market. Cloth production steadily increased from 1135.7 million 

1. Indian export of twist and yarn rose from 26.7 million lbs. in 1879-80 to 170.52 
million lbs. in 1890-91. 

2. In 1896 there v/ere 106 spindles per loom; in 1935 the number of spindles per loom 
had fallen to 49. See Dam, M.L. in Mukhe*jee and De; Economic Problems of Modern 
India, \ oJ.2,p.34. 
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yards in 1914-15 to 1614.1 million yards in 1917-18. Imports of piece- 
goods were declining during this period and domestic prices were rising, 
creating conditions favourable for the expansion of the weaving section of 
the mill industry. But owing to its dependence on foreign machinery and 
mill-stores the industry could not take full advantage of this situation. 

In 1921 when revenue considerations led the Government of India to 
raise the import duty on cotton piecegoods to 1 1 per cent , the “counter- 
vailing" excise duty was maintained at its old level, viz., 3.5 per cent with 
the result that the Indian mill industry began to receive an effective protec- 
tion of 7.5 per cent. In spite of this advantage vis-a-vis the British producers 
the industry entered a prolonged phase of depression after 1923. The emer- 
gence of Japanese competition after World War 1, the rise in the prices of 
cotton and of imported mill stores after 1920 and the fall in the purchasing 
power o£ agriculturists after 1921-22 were some of the factors that brought 
about this depression. 

During this period of depression the Bombay miffs suffered more in 
comparison the mills in the inland centres. There were several reasons 
for this. The Bombay mills had come into existence in the early years of 
the development of the industry and were equipped for the production of 
the coarser types of yarn and cloth. With the change in market conditions 
both at home and abroad, the production of these varieties had become less 
profitable than the production of finer varieties for which the newly estab- 
lished inland milN were better equipped. Moreover, the advantages in 
transport costs which the Bombay mills enjoyed, so long as they relied on 
export markets for their products, were gradually coming to an end as the 
home market began to have a larger say in the fortunes of the industry. 
These factors explain why, side by side with some decline in the profits of 
Bombay mills, additional units in the cotton mill industry were simulta- 
neously coming into existence m the relatively new in’and mill centres. 

The industry was considered for protection in 1926 on the representa- 
tion of Bombay null-owners. The Tariff Board which enquired into the 
matter, while suggesting certain measures to improve the competitive posi- 
tion of the Bombay section of the industry, also recommended the raising 
of the import duty on all cotton goods from 1 1 to 15 per cent. Its recom- 
mendations also included bounties on the spinning of higher counts of yarn 
and exemption fiom tariff for all imported mill machinery and stores. The 
Government of India at first turned down a!’ these recommendations except 
the last, but on further representation from the mill-owners agreed to change 
the duty on cotton yarn from 5 per cent ad valorem to H annas per lb. or 
5 per cent whichever was higher. This revision was given effect 10 by the 
Indian Tariff (Cotton Yarn Amendment) Act of 1927. 

The measures adopted failed to bring about any substantial improvement 
in the situation and demand for more effective protection became insistent. 
In July 1929, the Government of India appointed Mr. G.S. Hardy, Collector 
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of Customs, Calcutta, to go into the question once again. On his recom- 
mendation, the Government adopted in 1930 the Cotton Textile Industry 
Protection Act which raised the general ad valorem duty on cotton goods to 
15 per cent on British goods and 20 per cent on non-British goods. At the 
same time the Act provided tor a minimum specific duty of 34 as. per 
lb. on all plain grev goods, British or non-British, since the Bombay mills 
had been lacing stiff competition from Japan in these particular varieties 
of cloth. These duties were to remain in force, up to 31st March, 1933. In 
1931, however, the amount of protection afforded to the industry was further 
stepped up. After two revisions in March and November that year, the ad 
valorem duty stood at 25 per cent and 311 P er cent respectively on British 
and non-British goods while the minimum specific duty on plain grey goods 
was raised to 4^ as. per lb. 

In April 1932 a Tariff Board for the cotton mill industry was s$t up for 
the second time to go into the question of continuance of protection to the 
industry after Marph 1933. Japanese competition was still very severe 
owing to the continued depreciation in the exchange value of the Japanese 
currency (yen). The Board was, therefore, asked to carry out an emergency 
inquiry in July 1932. On its recommendation the ad valorem duty on non- 
British piecegoods was raised from 31) to 50 per cent and the minimum 
specific duty on plain grey good'* to 51 as. per lb. Effect was given to 
these revised rates in August 1932. Ten months laiei, in June 1933, the 
ad valorem duty was furthei raised to 75 per cent and the specific duty to 
6i as. per lb. 

Excessively protective measures against the Japanese cotton manufac- 
turers began, however, to affect the sale of Indian raw cotton to Japan. 
Hence trade negotiation* with Japan were opened. In January 1934 an 
Indo-Japanese Trade Agreement prescribed a system of quotas for the 
imports of Japanese cloth into India and the export of raw cotton from 
India. Japan was allowed to sell in the Indian market 325 million yards of 
cloth in any particular year provided that she purchased 1 million cotton 
bales from India. For every 10,000 additional bales of raw cotton imported, 
she could export to India 1 } million yards of piecegoods, subject to an absolute 
maximum of 400 million yards per year. After this agreement was drawn 
up, the tariff rates on non-British piecegoods were reduced to 50 per cent 
ad valorem , subject to a minimum of 5[ as. per lb. on plain grey cloths. 

Similar agreements were concluded by the Indian cotton interests with 
the Lancashire textile industry in 1933 and 1934. On the basis of the under- 
standing reached in these agreements, ad valorem duties on British goods 
were reduced in 1936 from 25 per cent to 20 per cent and the minimum spe- 
cific duties from 4'i as. per lb. to 3] as. per lb. In 1939 a new Indo- 
British Trade Agreement permitted die import duties on British goods to 
be reduced furthei to 171 pci cent on printed goods, 15 per cent on other 
goods and a minimum of 2 annas 7 pies per lb. on plain grey goods. The 
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Agreement of 1939 provided for a minimum quota of 350 million yards of 
British textile imports into India. If imports fell below this quota the duties 
were to be reduced by 2\ per cent, while in the event of imports exceeding 
500 million yards the basic duties could be raised. Sales of Indian raw 
cotton in the British market were guaranteed to the extent of 6 lakh bales 
per year. 

The Second World War created conditions favourable for the industry's 
expansion. Production of cotton cloth increased from 4012 million yards in 
1939-40 to 4870 million yards in 1943-44. Protection granted to the indus- 
try since 1927 was allowed to expire with effect from March 31, 1947. 

On the eve of Independence there were 422 cotton mills in the country. 
Only 14 of these were located in territory incorporated in Pakistan, 9 in 
the eastern wing and 5 in West Pakistan. After partition nearly 95 per cent 
of the spindleage and loomage remained in the Indian Union. The raw 
cotton requirements of the cotton mills in the Indian Union were estimated 
at 4.5 million bales 0 bale 400 lbs.), but domestic production of raw 
cotton was onlv about 2.2 million bales. Apart from shortage of raw mate- 
rials the inilis also carried a backlog of worn-out machinery and badly 
needed technological renovation. 


The Jute Milt Industry 

Jute was the basis of a hand-spinning and hand-weaving industry in 
Bengal from verv old times. Ropes and gunny cloth were the main articles 
turned out b> this handicraft industry, almost every farming family produc- 
ing some jute on its land to meet its requirements of such articles. As an 
export article, raw jute began to figure in our foreign trade accounts from 
the last decade of the 18th century, but the quantities exported remained 
small for many years in the beginning. Technical difficulties of bleaching 
and dyeing stood in the way of extensive use of jute as a material in modern 
industry'. These technical difficulties were not surmounted until about 
1838 w hen a number of jute nulls sprang up in and around Dundee in Scot- 
land, creating larger demand for raw' jute in the United Kingdom. The 
demand for raw jute received further boost m the 1850s when supply of 
Russian flax and hemp to Britain was cut off by the Crimean War. 

In India jute mills came to be established in the 1850s. The credit for 
establishing the first jute mill goes to an ex-official of the British Merchant 
Navy, George Acland, who set up his juic-spnmmg mill at Rishra on the 
Western bank of the river Hooghlv in 1855. The first jute-weaving mill 
based on steam power was established at Baranagar, near Calcutta, in 
1859. Since the demand for jute cloth as a packing material was expanding 
with the growth of world trade, the jute mills found a ready market for their 
pioducts. But difficulties of financing and procuring the requisite machinery 
prevented a rapid expansion. By 1873 only 5 jute mills had come into exis- 
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tence with a meagre 1,250 looms. Between 1875 and 1900 there was consi- 
derable expansion in loomage, the numbet of looms in 1900 rising to over 
15,000. Between 1900 and 1913 loomage again increased by 135 per cent. 
From the very beginning the indigenous jute industry faced the competition 
of the already established jute industry of Dundee. But the superior 
advantages enjoyed by the Indian industry in the form of cheaper raw material 
and labour as well as the lower level of taxes enabled the Indian industry to 
survive in competition and earn comparatively high profits (as compared, 
say, with coal mines or tea plantations). In fact, by 1894 the taw jute intake 
of the Indian jute mills was already higher than that of its British counter- 
part. British industry, however, registered a superior level of efficiency. 
One evidence of this superiority was that its output of jute goods continued 
to surpass the Indian output in spite of its lower consumption of raw jute. 
Indian output of jute products surpassed British output in 1908. At this 
time Germany and the U.S.A. were also developing their own jufe mills 
under tariff protection. Their policy generally was to manufacture gunny 
bags out of imported' Indian hessian, so that the main effect of foreign com- 
petition was to reduce the relative importance of sacking to hessian pro- 
duction in the Indian jute mills. 

Even when the productive capacity of jute mills in India was on the 
increase, the problem of unused capacity recurrently arose, since the demand 
for jute goods fluctuated from year to year depending on the volume of 
world trade. The persistence of surplus capacity is also attributable to some 
extent to the quasi-monopolistic organisation of the jute mills. In 1884 
they formed themselves into # the Indian Jute Manufacturers’ Association 
(name later changed to Indian Jute Mills Association) which generally 
tried to maintain high profit levels by working shorter hours or sealing a 
percentage of looms. The earliest instance of a short-time arrangement was 
in 1886 while sealing of looms was resorted to for the first time in 1890. 
Thanks to this quasi-monopolistic organisation of the industry, profit 
rates cf 60 to 70 per cent were not uncommon in this industry. It appears 
that new entry into the industry was somewhat slowed down after the for- 
mation of the I.J.M.A., new mills being allowed to be established mainly 
by the already established concerns. 

During the First World War there was an enormous increase in the 
demand tor jute goods, particulaily for sand bags. There was a doubling in 
the value of exports of juie manufactures between 1914-15 and 1918-19, but 
very little expansion in the size of the industry. Profits rose to unpreceden- 
ted heights. But the prosperity of the industry did not lead to any substan- 
tial improvement in the condition of raw jute growers. The dxpoits of raw 
jute were subject to war-time controls imposed largely in the interests of the 
mills. Prices of raw jute declined substantially as the foreign demand for 
raw jute dwindled away during the war years. 

Immediately after the war the demand for jute goods was kept buoyant 
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by the heavy movement of foodgrains to the war-devastated European 
continent. The war boom continued up to 1921-22, but in that year the 
value of exports fell by as much as 44 per cent. However, while the abnor- 
mal war demand was thus falling off, the normal increasing trend in 
demand continued. In response to this, the number of jute mills increased in 
the 1 920s from 81 to 98, the loomage from 43,025 to 53,900, the spind- 
leage from 9 lakhs to over 11 lakhs and the number of workers from 2.88 
lakhs to 3.43 lakhs. 

The restriction on working hours which had been prevalent since April 
1921 (54 r hour week) was given up on 1st July, 1929 (60-hour week). But 
the change in policy was ill-timed as the world-wide depression very soon 
led to a sharp decline in the demand for both raw jute and jute manufac- 
tures. The rate of piotit in the industry declined. Between 1930-31 and 
1933-^4 there was, m fact, a decline in the number of mills, in spindleage 
and loomage. The position changed for the better only after the Second 
World W ar broke out. the year 1938 being one of the worst in the annals of 
the industry • 

During the depression the production of jute goods continued to record 
a slow' expansion because ia) the volume of world trade fell less than its 
value: after 1932 the volume was recovering, reaching almost the pre-dep- 
ression level in 1937, and (h) the 1 J.M.A. adopted a policy of restricted 
growth in its search for higher profits: working hours were reduced to 54 
per week w»!h effect from 1st Jul\, 1930 and to 40 per week from March 
19^1. Subsequent agreements led to closure of mills one week in each 
month and scaling of 15 per cent id' the looms. Not all mills, however, were 
members of the Association. Their competition posed problems for the 
success ol the Association s policies. Costs of production were reduced by 
a cut in wages, but more importantly by a fall in the price of raw jute, 
brought about by the general depression as well as by the shorter working 
hours ol the jute mills. The price of raw jute recovered to some extent after 
1936 because of measures adopted for restricting the acreage under jute. 

During the Second World War the demand for jute revived and profits 
in this industry over-stripped the rate of profit in other Indian industries. 
By 1942-43 the number of mills rose to 113. loomage to 67,774 and spind- 
Jeage to 13.75 lakhs, In the middle of December 1939 the jute mills were 
exempted from the Factories Act to enable them to work 60 hours a week. 
But this exemption was not taken advantage of by the mills except for short 
spells. The usual working hours remained 54 per week, sometimes reduced 
to 50 or 45 in accordance with the IJ.M.A.'s estimate of expected demand. 
There vveie also factors operating to limit the demand for jute goods, viz., 
loss of European markets during the wai and lack of shipping space. 

In the immediate post-war period prosperity continued for the first two 
years. Then came Independence and the partition affecting severely the for- 
tunes of the industry. 
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As a result of the partition while the bulk of the raw jute supply went to 
Pakistan, the jute mills remained in India. 3 The difficulties in obtaining a 
steady supply of raw materials, the emergence of new competition from 
jute mills in Pakistan and elsewhere and the dwindling demand for jute as 
a packing material — all these created grave problems for the jute industry 
in the post-independence period. The Korean War (1950) brought about 
only a temporary spurt in demand and prices. 

The installed capacity in the industry has remained practically unchang- 
ed at 1.2 million tons. The I.J.M.A. agreements have stood in the way of 
any increase in loomage above pre-war levels. Working hours as well as the 
percentage of looms sealed have fluctuated in response to the prevailing state 
of the market for jute products. 

The search for substitutes of jute products in packing was accelerated 
during and after the Second World War by the high prices of jute manufac- 
tures. While the index of use of jute in the U.S.A. fell from 100 in 1940 to 
83 in 1954, the index for paper rose from 100 to 407. India’s relative posi- 
tion has also suffered a decline. In the years immediately preceding the 
Second World War India produced about 60 per cent of total world output 
of manufactured jute; in 1953-54 this share fell to 55 percent. The pro- 
portion of Indian exports to total exports fell from 89 to 86 percent. Cer- 
tain varieties of jute products sold in the U.S. market, formerly regarded 
as India’s close preserve, came to be supplied by Continental and Pakistan 
mills in the post-independence period. 


The Iron and Steel Industry 

Attempts to introduce European processes of iron smelting in India 
started in the early years of the nineteenth century. The name of Josiah 
Marshall Heath, a retired Madras civilian and a friend of the famous Eng- 
lish novelist, Charles Dickens, is associated with these pioneering efforts in 
the iron industry. Heath is reported to have established an iron 'works in 

3. Only 25 per cent ot the raw-jute producing area of undi idcil India remained inside 
the Indian Union. The raw material requirements of the industry we to estimated in 
1950-51 as 7 million bales while in that year internal supplies were only about 3.1 million 
bales. The production of raw jute in the Indian Union rose by almost 100 per oent between 
1947-48 and 1950-51, but quJity of the jute produced, often on unsuitable soil, was ru t 
up to the mark. In 1957 the Government of India set up a Jute Pnquiry Committee U> 
investigate the problems of supply of raw jute for Indian mills. T he> advised that self- 
suff.ticncy in jute was both desirable (as Pakistan would tend to raise prices against India) 
and practicable. The Government switched over to a “grow more jute” campaign. 
The possibilities cf increasing acreage under jute without affecting the output of paddy 
was necessarily limited. The emphasis on extension of jute area has led to cultivation of 
infcrioi lands and sometimes to deterioration in quality of raw jute. In later years more 
stress has been given to improvement in quality through better seeds, improved techniques 
and concentration of effort on areas producing superior varieties. 
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South Arcot in 1830 under a grant from the East India Company. His 
experiments proved unsuccessful and after his death his works were acquired 
by the East India Iron Company in 1853. This Company established two 
blast furnaces in South Arcot and started similar works on the Malabar 
coast. The outcome of its efforts was not altogether successful and the 
Company had to abandon its works in 1874. 

At the same time efforts were going on in the Bengal Presidency to set 
up a modern iron works. The early efforts did not prove very rewarding. 
The Barakar Iron Works, established in 1875, had to close down in 1879. 
The Government took over the Works in 1881 and after operating it for 
over eight years handed it over to the Bengal Iron and Steel Company Ltd. 
Its annual outturn was about 35,000 tons of pig iron in the early years of 
the present century. In 1905 the Company opened a Steel section, but steel 
production proved uneconomical because of competition from cheap 
Europdhn steel. The Steel section was closed after one year, but the annual 
production of pig iron expanded by the beginning of the First World War 
to 120,000 tons. Towards the end of 1919 a new company, called the Bengal 
Iron Company, was incorporated to take over the assets of the Bengal Iron 
and Steel Company. This new firm renovated the undertaking and was 
equipped to raise the output of pig iron to double its previous level. 

The Tata Iron and Steel Company was registered in August 1907 and 
established its works at Sakchi (re-named Jamshedpur after World War I 
to commemorate its founder, Sir Jamshedji«Tata) in 1908. The coke ovens 
and the blast furnace became ready for operation in 1911. At first pig iron 
alone was turned out, but by 1913 steel production was also being under- 
taken on a regular basis. The first piece of ingot steel was rolled out in 
February 1912 and the first steel rails were turned out in March 1913. By 
1920 the steel producing capacity rose to 2 lakh tons per annum. 

Attracted by the success of Mr. Tata’s efforts the Indian Iron and Steel 
Company was floated in 1918 by Messrs. Burn and Company. The Com- 
pany’s works at Hirapur started producing pig iron in 1922. The United 
Steel Corporation of Asia was registered in 1921. A number of other iron 
and steel companies also came into existence in the years after the First 
World War. Among them they were estimated to have an annual capacity 
of 1.5 million tons of pig iron and 1 million tons of steel. 

The First World War was responsible to a large extent for the success 
which attended the iron and steel industry at its inception. The cessation 
of steel imports during the war left the eld open to indigenous manufac- 
turers. The Tata Iron and Steel Works received considerable help in its 
ventures by the Indian Railway Board’s ofler to take annually for ten years 
20,000 tons of steel rails from the Company. 

After the termination of the First World War the European steel industry, 
with its capacity considerably expanded during the War, began to compete 
vigorously with the new-born steel industry of India. The Tata works. 
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which had undertaken a scheme of expansion for the post-war period, was 
seriously handicapped by this competition and applied for fiscal protection. 
The Tariff Board reporting on the iron and steel industry in 1924 recommen- 
ded the grant of protection to the industry in the form of higher import 
duties as well as bounties on certain categories of products (<?.#., heavy 
steel rails, fishplates and railway wagons). The iron and steel industry was 
the first recipient of State assistance under the policy of discriminating 
protection adopted by the Government of India in 1923. 

In consequence of the grant of protection to the iron and steel industry 
the engineering industry, which depended on iron and steel as raw mate- 
rials, had also to be protected by higher import duties on certain types of 
fabricated steel. New forms of engineering enterprises were coming into 
existence in and around Jamshedpur which deserved protection in the short 
run. The Tariff Board was of the view that, given India’s abundant supply 
of iron ore and other key materials and the potential supply of skilled 
labour, the engineering industry had a reasonably bright future in this 
country. 

The iron and steel industry was protected initially for three years. In 
1926 a second enquiry was carried out by a Tariff Board and renewal of 
protection was recommended. In 1927 the industry was granted protection 
for seven years, with different rates of duty being imposed on standard and 
non-standard steel. 

As standard steel was imported mostly from Britain, such differentia- 
tion actually implied preference for British steel. Indian public opinion 
was opposed to Imperial Preference in any form and the bill embodying 
different rates of duty for different types ot steel was vehemently opposed 
in the Indian legislature. The measure was, however, enacted in the form in 
which the government wanted it. Several years later. afte r the Ottawa 
agreement of 1932, the scale of preferences on British steel goods was 
revised and the duration of protective tariffs was extended up to the end of 
October 1934. In that year a Tariff Board once again reviewed the compe- 
titive position of the iron and steel industry and recorded that in certain 
categories of products protective duties could be considerably reduced. 
The Government of India, accordingly, revised downwards some of the 
import duties on protected items of steel. As this would involve the Govern- 
ment inf financial losses, excise duties were imposed on the production of 
steel ingots in the country to make good the losses. Between the years 
1923 and 1939 there was an almost eight-fold increase in the production of 
steel ingots. 

On the outbreak of the Second World War iron and steel prices came 
to be controlled by the Government. Increases in the cost of production 
were, however, taken into account in fixing the price, and a return of 8 per 
cent on the block capital was allowed. The growth of the industry made 
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protective duties unnecessary after the War and these were discontinued 
with effect from April 1, 1947. 

The Second World War brought about a considerable increase in the 
demand foriron and steel in the country. The industry responded by raising 
the output of steel ingots from 1 lo 1.34 million tons, but since productive 
capacity could not be expanded during the war, the additional production 
was obtained simply by straining the capacity in existence. In the post-war 
period this created problems of rehabilitation of plant and machinery. 
Exp msion schemes were also taken in hand by the units concerned imme- 
diately after the war ended. The Iron and Steel Panel set up by the Govern- 
ment of India, which examined the prospects of the steel manufacturing 
industry in India in the post-World War II period, estimated domestic 
requirements of finished steel at 2 million tons per annum. As more and 
more public construction projects have been planned, this estimate has been 
continually revised upwards. On completion of the expansion schemes 
already taken up by the main steel producers in the country before the 
initiation ol inc First Five-Year Plan, the capacity of the industry was 
expected to go up to 1.65 million tons by 1957-58. 


The Sugar Industry 

Indigenous methods of manufacturing sugar from cane*were in use in 
India front very ancient times. The sugar turned out by such methods was 
not, of course, as refined as the sugar produced in today's sugar mills, but 
apparently a large demand existed for Indian sugar in many countries of 
Asia and Europe. The East India Company exported sugar from Bengal 
for many years until the British Government, as a matter of policy, decided 
to accord preferential treatment to sugar grown in the West Indies. 

European methods of sugar refining were introduced in India about 
the middle of the nineteenth century. But the domestic demand for sugar 
was growing by leaps and bounds, encouraged by the fact that foreign 
sugar could be obtained in India at a price that compared favourably with 
the domestic cost of sugar production. After 1863 India became a net 
importer of sugar, the main source of supply being Mauritius where British 
planters had built up a cane sugar industry with the help of indentured 
Indian labourers. Towards the end of the nineteenth century European 
beet sugar, specially from Austria and Germany, also began to be impor- 
ted in large quantities. It was reported that the beet sugar was being 
unloaded on the Indian market with the help of special bounties and in 1902 
the Government of India took action to stop such imports by imposing a 
duty on imported beet sugar at a rate intended to neutralize the effect of 
bounties. This was the first instance of government’s intervention with 
trade after free trade had been declared as official policy in the 1870s. But 
the intervention was primarily in the interest of British sugarcane planters 
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in Mauritius whose exports to India had been adversely affected by the 
short-lived competition of European beet sugar. The International Sugar 
Conference, meeting in Brussels in 1901-02, decided in favour of abolition 
of all kinds of bounty and import duty on sugar; consequently the European 
countries withdrew their bounties on sugar exports and the Indian import 
duty on bounty-fed beet sugar was also taken off in 1904. Just before the 
First World War imports of sugar from Java increased remarkably, as the 
sugar industry in Java turned to the Indian market after having lost the 
US market to Cuba which became the most preferred supplier in the 
American market under a bi-lateral agreement between the U.S.A. and Cuba. 

The First World War brought about a world-wide scarcity of sugar as 
the production of European beet sugar was hampered by the war. In India 
the price of sugar rose to unprecedented heights. But owing to difficulties 
of installing new capacity the sugar industry did not expand. Sugar prices 
continued to rule high until 1924 when world supply once again began to 
overtake demand and low-priced imports started pouring into India. 

A revenue duty on sugar imports was introduced m 1894, the rate of 
duty being 5 per cent ad valorem. During the First World War, revenue 
considerations led to an increase in the duty on sugar to 10 percent. The 
duty was further raised in 1921 (15 p.c.) and 1922 (25 p.c.) in a frantic 
attempt to meet the budget deficits in the early twenties. In 1925 the duty 
on sugar of superior quality was converted into a specific duty at the rate 
of Rs. 4.50 per cwt. which, at the then prevailing prices of sugar, amounted 
to about 30 per cent ad valorem. The specific duty was raised to Rs. 6 per 
cwt. in 1930. But as sugar prices fell head-long in the depression even this 
high rate was unable to check the growth of imports. 

A Tariff Board was constituted in 1931 to study the condition of the 
domestic sugar industry in the light of existing foreign competition. The 
Board recommended that the sugar industry deserved a protective tariff 
for a reasonably long period, say, 15 years, to enable the industry to face 
foreign competition on equal terms. The Board also recommended steps 
for the improvement of the quality of Indian sugar-cane and for safeguard- 
ing the interest of the cane growers. 

The existing revenue duty on sugar had been raised to Rs. 7.25 per cwt. 
in the budget for 1931-32. In pursuance of the above recommendation of 
the tariff board on the sugar industry the Government of India converted 
the revenue duty into a protective duty by adopting the Sugar Industry 
Protection Act in 1932. Continuance of the existing rate of duty was 
assured for six years, i.e., up to March 31, 1938. If the market price of 
imported sugar fell below Rs. 4 per rrd the Government armed itself with 
power to provide additional pr jtectic n. 

The high rate of protective dmy, speoa.ly after the imposition of a 
revenue surcharge of 25 per cent on the prevailing rate in September 1931, 
brought about a sudden fall in sugar imports and a rush of domestic invest- 
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inent in sugar factories. The number of sugar factories went up from 32 
before the grant of protection to 145 immediately before the Second World 
War and domestic output of refined sugar rose from 1 51 ‘7 thousand tons 
to 1,350 thousand tons. To curb unhealthy expansion as well as to make 
good the loss of revenue resulting from the fall in sugar imports, the 
government subjected sugar to an excise duty in 1934. The duty was enhanced 
in subsequent years. 

An enquiry by a second Tariff Board in 1937 led the government to 
continue protection to the sugar industry beyond 1938. The rate of duty 
was fixed at Rs. 6.75 per cwt. exclusive of the countervailing import duty 
at a rate equivalent to the prevailing excise duty. Protection was withdrawn 
from the sugar industry in April 1951 on the ground that eighteen years of 
protection had created a spirit of complacency in the industry and it must 
now be 'left to face competition by improving efficiency. 

Under the Central Sugar-Cane Act, i 934, the Provincial governments 
were authorised to fix minimum prices lor sugar-cane purchased by the 
factories f r or cane-growers. The governments of U.^. and Bihar adopted 
schemes for regulation of cane prices under the provisions of this Act. The 
Government of India also instituted a fund to be utilised to assist the 
formation of cane-growers’ co-operatives which would help farmers to 
secure fair prices for their sugar-cane crop. 

Research for improving the quality of sugar-cane which had been initia- 
ted in 1901-02 was stepped up after 1932. In 1938 research came to be 
financed partially by an allotment of 3 as. per cwt. from the sugar excise. 
The canc-brecding station at Coimbatore has done useful work in improving 
the varieties of sugar-cane grown in India, while the Institute of Sugar 
Technology at Kanpur has evolved a number of new methods to improve 
the extraction of sugar from the cane. 

Excessive competition among themselves forced the sugar mills in 1937 
to embark upon joint marketing arrangements by establishing a Sugar 
Syndicate. This helped in checking a fail in sugar prices to uneconomic 
levels in the period 1937-40 after which war-time conditions led to a sharp 
rise in prices. In 1942 sugar prices were subjected to statutory control 
which continued into the post-war years except for a brief period of decon- 
trol in 1947-49. During this period of de-control the Sugar Syndicate 
played a nefarious part in artificially raising sugar prices for which it was 
roundly condemned by a tariff board in 1950. The Syndicate went into 
voluntary liquidation in March 1950. 

India not only became self-sufficient in sugar as a result of the grant of 
protection, but after 1936 was also in a position to export to neighbouring 
countries at a competitive price. But under the terms of the International 
Sugar Convention of 1937 the Government of India bound itseli not to 
undertake any exports, except to Burma, in the next five years. This 
restriction was temporarily waived in 1940 to enable India to export much- 
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needed sugar to the United Kingdom, but the exports did not materialise 
as the two countries could not agree in regard to prices. In 1942-43 some 
sugar was exported to the Middle East. After the lapse of the Sugar Con- 
vention India was hardly in a position to export any sugar, domestic 
demand having by that time expanded so as to surpass domestic production. 
Rising domestic costs of production also stood in the way of expansion of 
exports. 

The sugar industry in India suffers from a number of handicaps which 
ought to be removed as early as possible to improve its working. In the 
first place, the sugar content of Indian cane is low by world standards and, 
therefore, Indian mills have a larger crushing cost per unit of sugar turned 
out by the mills. The quality of sugar-cane grown in India has to be 
brought up to the standard of other countries to enable Indian sugar mills to 
give a good account of themselves. Secondly, most of the mills arc located 
in U.P. and Bihar although cane of a superior quality can be grown at a 
lower cost in the southern States. This uneconomic location of the industry 
tends to keep the cost bf production of sugar rather high. Thirdly, the cost 
of sugar production is also kept high by the inadequate utilisation of such 
by-products as molasses (utilisable for manufacture of alcohol) and 
bagasse (utilisable for paper manufacture). 

In 1947-48 there were about 135 sugar factories in India (compared with 
only 10 factories in Pakistan) employing nearly 120.000 workers. The sugar 
industry being seasonal in its nature, most of the workers obtained employ- 
ment for only six to eight months in a year. Capital investment in the sugar 
industry was estimated at Rs/ 35 crores before 1950. Per capita consump- 
tion of sugar in India is one of the lowest of all countries being only about 
6 lbs. per year as compared to 106 lbs. in the U.K., 97 lbs. in the IJ.S.A. 
and 52 lbs. in France. Poorer people, specially in rural areas, generally 
use gur (jaggery) w'hich is extracted by simple boiling of the cane juice 
without removal of the molasses. Taking into account the consumption of 
gur , the per capita consumption figure would be about 24 lbs. per year. 
Production of factory-refined sugar in India stood at about 10 lakh tons in 
1948-49. 


Other Selected Industries in Brief 
The Paper Industry 

Hand-made paper was in use in India but machine-made paper was 
introduced with the establishment of the Bally Mills on the Hooghly river 
in 1870. In 1882 the Titaghur Paper MilK was set up followed in 1893-94 
by the Imperial Paper Mill at Kakinara. These mills worked on imported 
wooden pulp or pulp made of Sahai grass. The use of Indian bamboo pulp 
for the manufacture of paper was introduced in Bengal by the Indian Paper 
Pulp Company formed in 1918. Paper mills also existed in Lucknow since 
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1879 and in Poona since 1887. The use of straw from Indian paddy for the 
manufacture of paper began in the Carnatic Paper Mills which started 
operations in Andhra in 1927-28. On the eve of the Second World War 11 
paper mills were in existence of which there were 4 each in Bengal and 
Bombay, and one each in U.P., Madras and Travancore. Production of 
mill-made paper stood at 1 1.84 lakh cwt. in 1938-39. 

The growth of the paper mill industry was helped by the protection it 
received in 1925. The Bamboo Paper Industry (Protection) Act of that 
year provided for the levy of a protective duty of 1 anna per lb. on certain 
varieties of imported paper which were in competition with bamboo-made 
Indian paper. Initially the protection was granted for 7 years but on the 
basis of further enquiries by Tariff Boards in 1932 and 1937 protection was 
continued until it was withdrawn in 1947 as the industry no longer called 
for protection. During this period raw material supplies had improved and 
the cost of production had been substantially brought down. On the eve of 
Independence India had f6 paper mills with an annual production of about 
20 lakh cwts. In spite of a remarkable expansion in domestic production 
imports of paper and board were rising as the demand for writing material 
increased with the spread of literacy, the proliferation of administrative 
establishment during the war and so on. Besides. India is stiH not in a posi- 
tion to manufacture certain kinds of high quality paper which have to be 
obtained through imports. 

The paper industry suffers from the high cost of some of its inputs such 
as chemicals and fuel. After the partition the industry also faced an acute 
shortage of supply of its principal raw materials, some of which have to 
come from or through the eastern wing of Pakistan. However, this 
problem has been solved to a large extent by the development of alternative 
sources of supply. 

The Leather ( Tanning ) Industry 

The huge livestock population of India could have been the basis of a 
flourishing leather industry, but until recently most of the hides and skins 
have been exported in the raw or semi-finished state. Indigenous processes 
of leather-making, using locally available curing and tanning materials, 
were used to supply the requirements of saddlery, etc., required in the 
Middle Ages, but superior leather began to be turned out with the help of 
imported chemicals only after the establishment of the Government Harness 
and Saddlery Factory at Kanpur in 1860. Several other factories sprang 
up in different parts of the country, but only the European factories made 
adequate use of modem processes, the Indian tanneries continuing to use 
the antiquated methods. Tanning of cow-hides received an impetus during 
the First World War when the Indian Munitions Board discovered the use 
of such hides for the manufacture of British army-boots. The manufacture 
of other kinds of leather goods also rose during the war. The annual 
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production of boots and shoes in India expanded almost twenty times in 
the course of that war. 

Chrome tanning processes, used in the manufacture of superior leather, 
were, however, slow to take root. The Madras Government made com- 
mendable pioneering attempts to introduce ‘chrome tanning' in the leather 
industry in that province during 1903-11, but had to abandon its innova- 
tional role when Chambers of Commerce voiced their apprehension of 
government ‘intervention’ in industry. After that progress was slow, 
largely because neither the skill nor the equipments necessary for the wide 
adoption of improved processes were available. 

The domestic tanning industry received some relief in 1918-19 when 
the Government of India imposed an export duty on raw hides and skins 
at the rate of 15 per cent ad valorem on exports to countries outside the 
British Empire with a 10 per cent rebate on exports to countries witljin the 
Empire. This was a method of giving protection to industry by hurting the 
interests of the primary producer and was discountenanced by the Fiscal 
Commission in 1923. The export duty was reduced to 5 per cent in that 
year and the rebate in favour of Empire countries was given up. In 1934-35 
the export duty was altogether abolished. 

The industry further expanded during the Second World War. But 
after 1942 scarcity in the supply of raw hide stood in the way of more rapid 
expansion. The industry also suffered from a shortage of equipment and 
skilled manpower. 

The Glass Itidustry 

The manufacture- of glass was not unknown to India before the Euro- 
pean advent but the process used resulted only in crude glass which was 
used for the manufacture of bangles and bottles. Several glass factories 
using more up-to-date processes of production came to be established in 
the last decade of the 19th century, but competition from superior Euro- 
pean wares led to their decay. The Swadeshi movement 4 gave a fillip to 
the starting of small glass lactones to replace English glass-ware and a few 
factories organised on a small scale struggled for existence against foreign 
competition until suddenly the First World War, by cutting off imports, 
created conditions favourable for their survival. Orders placed by the 
Indian Munitions Board helped the glass factories to diversify their pro- 
duction and improve the quality of the products. After the war glass 
imports increased again and a tariff board which investigated the conditions 
of the glass industry in 1931 recommended protective duties to certain 
glass products for a period -of ten years. The Government of India, 


4. A political movement against the British rulers using the weapon of economic boy- 
cott of British goods, which swept Bengal (then the headquarters of the Government of 
India) during 1905-1908. 
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however, turned down this recommendation on the plea that the raw 
materials required for glass manufacture, soda ash in particular, were not 
available in adequate quantities in India. Some relief was granted by 
reducing the import duty on soda ash and an assurance was given to the 
industry that its case would be considered afresh when domestic supply of 
soda ash would improve. 

Towards the end of the 1 930s imports of glass-ware had begun to dec- 
line and a few factories began to work profitably. Further stimulus to the 
development of the industry was provided by the Second World War. When 
the war ended and foreign competition threatened to submerge the industry, 
it applied again for protection. This was given in 1948 by converting the 
existing 45 per cent revenue duty into a protective duty for five years. 

The industry suffers from a shortage of good quality raw materials, 
fuel and skilled labour. The small scale and poor organisation of many of 
the units also stand in the way of development. As glass is a very important 
material, attempts are being constantly made to improve glass technology 
in India to catch up with foreign standards of achievement. The Govern- 
ment of India set up the Central Glass and Ceramic Research Institute in 
Calcutta in 1950 with this objective in view. 

In 1945 India had 96 glass factories with an aggregate out-turn of 1.5 
lakh tons of glass. Domestic production met only a very small fraction of 
Indian demand and imports worth about Rs. 3 crores per year were 
recorded in 194/-48. 

The Cement Industry 

As an important building material cement is greatly in demand in all 
societies aiming at economic development. In India the production of Port- 
land cement first started in a factory near Madras in 1904. But this factory 
ceased production after a short time. In 1912-13 three new cement factories 
came into existence in Porbandar (Gujarat), Katni (Madhya Pradesh) 
and Bundi (Rajasthan) but together they produced less than 1,000 tons. In 
the First World War bulk purchases of cement on Government account 
stimulated the industry’s growth and by 1924 production had reached 2.4 
lakh tons. The industry continued to expand even during the years of the 
Great Depression and on the eve of the Second World War Indian produc- 
tion of cement was nearly 12 lakh ton Imports of cement declined from 
about 1.7 lakh tons in 1913-14 to only 21 thousand tons in 1938-39. 

The organisation of the industry improved with the amalgamation, in 
1936, of ten principal producers into the Associated Cement Companies of 
India Limited. This enabled the industry to impiove both techniques and 
marketing arrangements. A number of other cement companies were 
controlled by the Dalmia group which remained outside the above-men- 
tioned combine. 
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The industry’s claim for protection was turned down in 1924 on the 
ground that the industry was already suffering from excessive internal 
competition. The tariff board investigating conditions in this industry, 
however, recommended the grant of bounties to cement produced in fac- 
tories which were at a disadvantage in respect of location. One of the 
problems usually facing the outlying units in the cement industry has been 
the high cost of coal and the scheme of bounties was designed to offset this 
disadvantage. No action was taken at the time to help the units in difficulty. 

During the Second World War domestic demand for cement, particu- 
larly for construction of buildings, declined owing to the fact that steel, a 
complementary material, was in extremely short supply. Exports of cement 
were arranged and production was maintained at a high level. The end of 
the War saw an expansion in building and constructional activities which 
raised the domestic demand for cement very sharply. On the eve of« Inde- 
pendence production of cement in India exceeded 20 lakh tons in a year. 

The Matches Industry 

A factory for the manufacture of safety matches was set up in Ahmeda- 
bad in 1 895. But no other factory is known to have come into existence 
before World War I. The scarcity of imported matches during the war as 
well as the high revenue duty on such imports in the post-war period led 
Indian enterprise to move into this industry. But the industry came to be 
dominated by a Swedish combine which started manufacturing in India 
behind the wall provided by the revenue tariff. 

The matches industry was* granted protection in 1928 although the 
tariff board enquiring into the application for tariff expressed the opinion 
that the industry was quite capable of facing foreign competition without 
the assistance of protection. To encourage enterprise, however, the exis- 
ting revenue duty was converted into a protective duty and this was followed 
by further expansion in the industry so that the country became almost self- 
sufficient in this commodity before the Second World War. 

The industry consists of a large number of small firms on the one hand 
and a very limited number of large firms, including the gigantic Swedish 
combine, on the other. The problem is to ensure that the latter do not 
force out the former by price-cutting and other devices. The industry has 
also been facing problems of adequate supply of splinter wood and other 
ingredients. 

An excise duty on matches was first imposed in 1934 and the rate of duty 
was enhanced by stages during the Second World War. At the close of the 
war India was producing over 20 million gross boxes of matches per year. 

The Chemicals Industry 

Before the First World War there was hardly any production of che- 
micals in India. The requirements for chemicals in the cotton textiles and 
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paper industries were met by imports. The cessation of imports during that 
war brought into existence a number of chemical-producing plants in India, 
but these were not very efficiently planned. When foreign competition 
revived after the war, many of these plants proved to be unremunerative. 
It was, however, essential to encourage the growth of heavy chemicals pro- 
duction in the country, since such chemicals constituted the basis for the 
manufacture of finer chemicals and drugs. An application for protection to 
the heavy chemicals industry was submitted in 1928 in which the argument 
was put forth that, being a key industry, heavy chemicals deserved specially 
generous treatment from the fiscal authorities. The Government of India 
showed little awareness of the special role of the heavy chemicals industry 
and arranged for some degree of protection in 1931 only after protracted 
enquiries. The result of protection vms* however, beneficial. The number 
of factories producing chemicals increased substantially between 1931 and 
1939. But the factories turned out only a narrow range of products and the 
amount produced was too small to meet domestic requirements in full. In 
fact, betv.eci !9M and 1939 imports of chemicals into India increased by 
over 300 per cent. 

The Second World War once again created a situation favourable for 
the expansion of the chemicals industry. Domestic production increased to 
meet the scarcity caused by the cessation of imports. A beginning was 
made in the production of several items of chemicals for which India had so 
long been relying solely on imports. After the war many of these new 
chemicals-manufacturing units received protection under the liberalised tariff 
policy adopted in 1945. The post-Independence period saw further diversi- 
fication in the production of chemicals in the country. In a number of 
instances foreign technical collaboration was sought to <uirl the production 
of new varieties of chemicals whose importance was rapidly growing with 
the greater industrialisation of the country. 

The industry remained weak, because most of its units were too small 
for economical working and suffered from lack of facilities for purchase of 
raw materials and fuel. One of the handicaps of chemicals production in 
India is that coal, from which many important chemicals and dyes are 
derived, is very unevenly distributed in India. 

The Engineering Industry 

Modern engineering methods were in :r oduced into India in connection 
with the construction of roads, bridges and railways in the nineteenth cen- 
tury. The railway repairing shops were piobably the earliest units of the 
engineering industry in India. In the early years of this century a number 
of stcel-fabricating plants came to be established in the vicinity of the iron 
and steel plants, specially in and around Jamshedpur. 

In the early years the development of the engineering industry was ham- 
pered by the Government of India’s policy of importing the bulk of 
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engineering stores from England. Even when the Stores Purchase Rules were 
relaxed in 1909 the engineering units continued to complain about the inade- 
quacy of orders from the government. 5 Most of these engineering units 
were, however, owned and looked after by the Britishers. 

The First World War brought about a reduction in engineering imports. 
But since the Government of India’s capital expenditure was considerably 
reduced during the war years, the domestic engineering units had little scope 
for expansion. The difficulty of obtaining essential materials and equipment 
from abroad also prevented the industry from taking up new products for 
fabrication. 

The Government of India did not appear to be at all anxious to reduce 
the country's dependence on foreign imports for machinery and transport 
equipments. A Tariff Board finding in 1924 that the railway locomotive 
industry was deserving of protection was brushed aside by the authorities. 
Several years later, an important step was, however, taken to provide some 
support to the Indian engineering firms; the Stores Purchase Rules were 
revised in 1928 to provide for rupee tenders in purchasing engineering and 
other stores for government use. This afforded a greater opportunity to 
Indian engineering firms to compete with their British and European coun- 
terparts, but did nothing to offset the cost advantages of the latter. 
Besides, in this industry, the domestic units had to suffer also from a largely 
irrational preference in favour of imported products against which special 
safeguarding measures should have been taken by the authorities. 

The Second World War created conditions favourable for the develop- 
ment of new types of engineering works; consumer goods like bicycles and 
capital goods like machine tools came to be produced on any significant 
scale only during this war. Most of the new engineering industries that were 
bom in this period were protected after the war. Special measures to expand 
capacity in these industries and to introduce new engineering goods for lpcal 
manufacture, often with foreign technical collaboration, could be initiated 
only after a national government took over the reins of power in 1947. 

The Coal Mining Industry 

The Industrial Revolution that shook the Western World in the late 
eighteenth and nineteenth centuries was based on coal as the main source 
of power. Even after electric power came into general use, the importance 
of coal has remained virtually unchanged, since a very large proportion of 
electricity generated comes from coal-based power-generating units. Coal 
mining in India started in the Ranigunj coal-fields of Bengal in 1820. But 
until the railways were opened, the demand for coal in the country was very 
limited. The railways not only opened up new uses for this mineral, but also 
facilitated its use in mechanised plants all over the country by arranging for 


5. See Sen, S.K., op. cit. t pp. 46-47. 
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its transport. In India the coal-fields are not well-distributed and the use of 
coal as fuel depends very largely on the ability of the railways to carry coal 
from the pit-heads to the consuming centres. As the railway network deve- 
loped, the demand for coal rose in all parts of the country. According to 
Mr. G.A. Stonier the output of coal in the Bengal coal-fields rose from 
about 3 lakh tons in 1857 to over 10 lakh tons in 1880. 6 By 1914 production 
(including output from other coal-fields) rose to nearly 165 lakh tons. By 
1950 India was producing about 320 lakh tons of coal. 

Initially the capital and enterprise for opening up the coal-fields came 
from Europeans but towards the end of the nineteenth century Indian entre- 
preneurs also began to enter this industry. In the early years of this century 
Indian coal producers had to compete with South African coal, the cost of 
transport from Durban to Bombay by sea being smaller than the cost of 
railway transport from Eastern India to Bombay. The cost of raising coal 
was also relatively high in India because of the virtual absence of mechani- 
sation in the coal mines and the poor efficiency and excessive absenteeism 
of the mining labourers. In 1926 the coal industry Applied for protection, 
but this application was rejected by the Tariff Board which conducted the 
enquiry into the conditions ot this industry. Some steps, however, were taken to 
improve the productivity of the industry by building up a more stable and 
efficient labour force and by taking steps fot raising the output of superior 
coal. Although India's stocks of coal arc quite high (estimated as 20,000 
million tons down to a depth of 1,000 ft.), most of the coal raised is of low 
quality and is unsuitable for use in metallurgical industries. The known 
reserves of first-grade coking coal, suitable for metallurgical purposes, may 
not be much higher than 700-750 million tons. 

From the technical angle the coal industry's problems have been exten- 
sively investigated by the Indian Coal Committee (1924), the Coal Mining 
Committee (1936) and the Indian Coalfields Committee (1946). The last- 
mentioned Committee, in particular, enquired into tne problems created by 
the division of the coal-fields into fragmented units under the then existing 
pattern of ownership and investigated in this context the possibility of 
nationalizing this ‘key’ industry. While a number of collieries were already 
under State ownership by 1950, having been acquired from the railway com- 
panies, the government had not yet been able to establish any claim for sup- 
erior management which could justify wholesale nationalisation. At the 
time of Independence in 1947, an integrated policy of development and 
modernisation of this crucially imponaftt industry still remained to be 
evolved. 


6. See Sen, S.K., op . ci/., p. 33. 
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Industrial Organisation and 
Finance before Independence 


The organisation of Indian trade and industry had from time immemorial 
been based on the rules of caste and joint family. Trading and industrial 
unit:* would in most cases be family-based partnerships, maintaining 
certain loose links with similar units within the same caste. The rules of caste 
would determine the choice of occupation, while the rules of the family 
decided the framework of the organisation of a business concern. Members 
of a caste were engaged in limited competition with one another, but stood 
as guarantors for fellow -members in need of credit and as helpers in cases 
of distress and special disabilities. In return, the leaders of wie caste claimed 
the right of overseeing the level of performance of members in the same 
caste and of laving down rules relating to modes of marketing, customary 
charges and fees, and other rules of business. 

By tradition not all caste* were permitted to engage in commerce and 
industry. The sacerdotal caste (Brahmamis), the fighter caste ( Kshatriyas ), 
the husbandmen, the quill-drivers (Kuyasthas) and a number of other castes 
had other occupations assigned to them. The commercial and industrial 
class was included in the third broad group (vaisya) of the four-fold caste 
division of the Hindus, but not all raisyas were permitted to take up com- 
merce or manufactures. Further subdivisions in the caste system made 
occupational choice very inflexible indeed. Nevertheless, the permitted sub- 
castes usually found the caste rules of great benefit to themselves since such 
rules eliminated unrestricted competition and upheld a certain tradition of 
mutual aid. 

The commercial groups successfully operating in the eighteenth century 
were generally caste-governed Hindu family partnerships. Muslims, while 
they did not abide by the rules of caste, largely spurned commercial occu- 
pations and preferred landlordism and military services. The advent of 
British rule appears to have allowed a number of relatively minor non- 
Hindu groups to penetrate the monopoly in commerce enjoyed by the 
caste-conscious Hindus. Communities such as the Parsis, the Jains, the 
Jew*, Armenians and Bohras, who had never been prominent in the commer- 
cial arena before, began to associate themselves with the British commer- 
cial houses and in course of time set up their own commercial ventures. 
Although among these communities caste rules were not observed, they also 
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usually fashioned their business houses according to the model set up by 
the commercially successful Hindu joint family. Individual ventures or 
partnerships formed with members outside the family fold were few and 
farbetween. 

The nineteenth century, however, saw quite a few partnerships between 
Indian and British merchants,. In fact, the idea of picking commercial 
partners from outside the iamily fold was derived from the widely prevalent 
partnership system among the European merchants then working in India. 
The European Agency Houses which came into existence in the last three 
decades of the eighteenth century were mostly partnerships of two or more 
business confreres. The partnership form enabled capital and managerial 
lunctions to be shared on an equitable basis and enabled some partners to 
attend to the Indian business while allowing others to look after the part- 
nership's interests outside India (c.g., China and elsewhere). 

The joint-stock company with limited liability of shareholders became 
possible after 1857; it may be noted that the limited liability principle had 
been introduced in England only a year before. But d number of companies 
had been incorporated in the 1840s under special Charters and Acts. One 
ol the most remarkable ventures of this type was the Assam Company formed 
in 1845 “tor the purpose of prosecuting and extending the culture and 
manufacture of tea" in Assam and the North-Eastern parts of India. The 
Assam Company had an authorized capital of Rs. 50 lakhs divided into 
10,000 shares of Rs. 500 each. Its shareholders included both Indians and 
Europeans. 1 The shareholders' liability in these specially incorporated com- 
panies was. of course, unlimited. 

British companies incorporated under Royal Charters or Acts of the 
British Parliament also came to operate m India in the period after 1833 
when restrictions on the activities of private British capitalists in India had 
been lifted under the terms of the East India Company's new Charter. The 
most well-know r. of these companies were the railway companies which 
were formed in the 1840s to carry out the task of opening the country to 
rail transport. The companies formed in Britain siphoned British capital 
into India which had, by 1830, been seeking outlets for investment abroad. 
Although no firm estimates of the investment of British capital in Indian 
industries, including transport and power industries, are available, the 
amount may have reached a figure of between £250 and £350 million by the 
beginning of the twentieth century. 

As a legal entity the joint-stock compa came to be recognised in India 
for the first time in 1850 when the country's earliest Companies Act was 

1. Some of the names of the Assam Compaq's Indian shareholders will indicate that 
the Bengali zumiiulars were not as aloof from commercial ventures as has often been held 
as a charge against them. The families of Tagores, Laws, Seals and other members of the 
landed aristocracy tf Bengal subscribed to this Company's shares. Sec Sen, S.K., Studies 
in Industrial Policy and Development of India , Ch. VII. 



130 Concise History of Indian Economy 

passed. This Act authorised any seven or more shareholders to register 
themselves as a company. Registration as a company created the legal 
‘fiction’ that the company had a separate existence apart from its share- 
holders. It also permitted the shareholders to transfer their shares to anyone 
without securing the approval of the rest of the shareholders. The com- 
pany form of organisation, however, did not prove immediately popular, 
since the shareholders’ liability remained unlimited, until the limited liability 
principle was given recognition through another Act in 1857. The New 
Oriental Life Insurance Company is believed to have been the first company 
to be registered under the Act of 1850. Up to 1860 only 60 companies had 
registered themselves under the Companies Act. Afterwards there was a 
sudden spurt in company formation, not only because limited liability had 
been accepted, but more importantly because the early 1860s witnessed a 
business boom owing to the favourable economic climate created by the 
Civil War in the U.S.A. By 1865 the number of registered companies rose 
to 373. When the nineteenth century closed, the joint stock company had 
become quite firmly established in India. ‘‘During the nineteen years (1882- 
1900 2,692 companies were registered as compared with only 1,149 in the 
preceding thirty-five years.” Although many of the early ventures failed, 
there were in existence, in March 1901, 1,366 companies throughout India 
(including Burma) with a paid-up capital of Rs. 37.06 crores. At about 
this time British capital in the major industries of India (tea. jute and coal) 
probably amounted to about Rs. 22 crores. 2 

The Managing Agency System 

A peculiar business entity, know'n as the Managing Agency firm, has exis- 
ted in India from the early years of the nineteenth century as an adjunct of 
the company form of organisation. While the company has usually consis- 
ted of several (after 1850, more than seven) shareholders, the Managing 
Agency firm has usually consisted of a relatively few partners. These latter 
have stood in relation to the former as managers or agents to discharge the 
functions for which the company was floated. An early example of such an 
agency firm, managing for a remuneration a concern floated by a different 
group of people, has recently come to light from the annals of an insurance 
firm established in Calcutta in 1809. 3 Later in the century thi?. practice 
of appointing managing agents came to be adopted by a large number 
of companies, both British and Indian. 

The reasons why the managing agency type of arrangement won such 
ready acceptance among businessmen in India are worth analysing. In the 
early nineteenth century, business enterprise, particularly of a pioneering 

2. Rungta, R.S., Rise of Business Corporations in India , 1 85 1— 1900, p. 265. 

3. Rungta, R.S., op. cit. t p. 223. 
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nature, was in extremely short supply in India. Capital seeking business 
outlets was, however, not so scarce. The accumulated savings of the 
British officials, the private European merchants and the Indian commercial 
classes was not inconsiderable. Not all the people who were eager to invest 
their capital in new commercial and industrial ventures were equipped to 
assume responsibility for working on the enterprise. The managing agency 
system offered a solution by permitting a division of functions between the 
owners of a business concern and its managers. The managing agency firm 
offered its services for the management of concerns owned by others in 
consideration of a remuneration. The basis and amount of this remunera- 
tion varied from one managing agency agreement to another. But it was 
usually substantial enough to induce astute businessmen to group themselves 
into managing agencies to look after funds invested by other capitalists, 
even # when they themselves had little to contribute by way of capital. The 
managing agency thus brought about a proper marriage between pure 
business acumen on the one hand and capital funds on the other in cases 
where each Md!v needed the other. 

In the case of companies incorporated in England there was an addi- 
tional reason for welcoming the managing agency arrangement. The 
shareholders of such companies would be hard put to it to find out a group 
of Directors who would migrate to India to assume responsibility for the 
day-to-day administration of the companies. A managing agency firm, 
resident in India, could relieve the shareholders of this worry and could even 
suggest new lines of expansion of their Indian business to the companies in 
Britain. In fact, even the limited dynamism which British investors showed 
in respect of their Indian investments would hardly have been possible with- 
out this peculiar institutional arrangement. As the system evolved, the same 
managing agency firm became entrusted with the management of a number 
of companies domiciled abroad. In some w'ays this secured economy of 
administration; a number of companies, often unrelated to one another, 
could utilise the same general office, the same stock of liquid capital and the 
same specialists maintained by the managing agency firm. But it was not 
unlikely that an over-burdened managing agent might also cause consider- 
able harm to the companies under his charge. 

By the second half of the nineteenth century the managing agency firms 
had become not merely repositories of industrial and commercial exper- 
tise, but also the owners of a substantia’ capital fund. A large part of busi- 
ness ‘goodwill' also inhered in the managing agents and a company’s finan- 
cial standing came to depend very largely on the reputation of the manag- 
ing agent who managed it. The commercial banks of the country began to 
insist on the managing agent’s signature before lending to a company even 
against its fixed assets. In this phase of the development of the managing 
agency system, therefore, many companies found it necessary to turn to 
managing agents for financial reasons alone. Unless a new company could 
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secure the patronage of an established managing agent, its shares would 
be difficult to sell and liquid finance would be hard to procure. Occasionally 
the managing agents would invest some of their own funds in the shares of 
companies which they wanted to take under their protective wings, subse- 
quently disposing of their shares to the public. Managing agency funds 
thus served as a sort of ‘revolving' fund tor ushering in new companies at 
a time when the capital market in the country was undeveloped and a direct 
appeal for public subscription to company shares would in all probability 
have gone unheeded. 

Although the managing agency system was thus found serviceable, 
it contained within itself potentialities for abuse which ultimately brought 
the system into disrepute. The interests oi the managing agents were not in 
most cases identical with those of the owners oi the companies which they 
managed. Several examples can be given of such conflicts ol interest* The 
managing agents’ remuneration was otten based on the gross output of a 
business and it would be to the agents interest in such cases to plan for a 
larger output than could be profitably sold. Sometimes the managing 
agents would earn a commission on purchases and it would be very natural 
for them to inflate the value of such purchases even though this raised the 
cost of production and injured profits. A managing agent could borrow at 
relatively cheap rates from the surplus lunds oi a profitable concern under 
his management and re-lend such funds at higner rates to needy concerns. 
Many unscrupulous managing agents utilised information which they 
collected in course of their work to speculate in the shares of the companies 
managed by them, thereby inflicting losses on the shareholders ot these 
companies. These and other abuses, though well recognised, could not be 
dealt with through legislation until 1936 because (rz) the Indian Companies 
Act was too closely built up on the British system and ignored Indian 
realities and (b) attempts at reform occasionally undertaken, lor example 
in 1914, were vehemently resisted by both British and Indian commercial 
interests. As the years passed, many Indian managing agencies even lost 
their earlier competence; as such agencies tended to become hereditary 
incompetent successors took the place ot the more able pioneers. 

The Amendment to the Indian Companies Act in 1936 limited the 
term of a managing agent to twenty years at a time and provided for his 
removal by the shareholders even before this period on charges of fraud 
or breach of trust. The managing agent's control over the company was 
sought to be reduced by providing that not more than one-third of the 
total number of directors of the company could be nominated by the manag- 
ing agent. The remuneration of a managing agent was to be based solely 
on the net profits of concerns under his management; no other basis like 
gross output or gross sales would be legally valid. The managing agents 
right to borrow from the funds of a -managed concern was regulated and 
commission rights on the sales or purchases of the company were also 
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sought to be restricted. The provisions, however, were not without loop- 
holes and the managing agents succeeded in evading the terms of the Act 
in many cases to the detriment of the interest of the shareholders of the 
managed companies. 

During the Second World War rising profits in many industries enabled 
a number of managing agents to dispose of their managing agency rights 
at fabulous prices without any concern for the interests of the shareholders. 
This trafficking in managing agency rights brought into the forefront once 
again the issue of curbing the powers and privileges of managing agents by 
putting them fairly and squarely under the control of the shareholders and 
an elected Board of Directors. In October 1950 the Government of India 
set up a Company Law Committee to go into this issue along with other 
aspects of reform of the Companies Act. As in the past, this revision of the 
India? Company Law was undertaken in the wake of the new British legis- 
lation on companies following extensive investigations on this subject in 
that country by the Cohen Committee during 19,46-47. 

The panics Act of 1956 introduced several new' restrictions in the 
matter of company promotion and management. The appointment or re- 
appointment of a managing agent had to be approved by a general meeting 
of the shareholders of the company to be managed, and was further 
subject to the approval of the Central government. No managing agent 
was to be appointed for more than 15 sears (20 years in case of re-appoint- 
ment). No managing agency right was to be transferred without the 
approval of the company's shareholders and the government. The remunera- 
tion of a managing agent was ordinarily limited to 10 per cent of the profits 
of the company managed by the agent. Managing agents were restrained 
in regard to borrowing from the company's funds and making intei -company 
transfers of funds. The managing agent was to act under the direction 
and control of the elected Board of Directors of the managed company. 
Not more than 2 Directors (where the number of Director^ does not exceed 
five, only l Director) could be appointed by the Managing Agent. Cer- 
tain restrictions were also imposed on the number of company directorships 
a person might accept and on the number of companies to be looked after 
by a managing agent. 

The Act envisaged the ultimate abolition of the system of managing 
agency. Companies were to be looked after in tuture by groups designated 
as Secretaries and Treasurers and receiv -g remuneration at not more than 
7} per cent of the net profits of the Companies under their stewardship, 
on by individual managers remunerated at not more than 5 per cent of net 
profit. The Central government armed itself with the power to notitv that 
certain types of business would no longer be allowed to be managed by 
managing agents. All existing managing agency agreements were to be 
terminated by August 15, 1960 and fresh agreements were to be drawn up 
according to the provisions of the Companies Act. 
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As on March 31. 1981 there were 63,655 joint stock companies at work 
in India of which 62,001 operated with liability limited by shares. The 
paid-up capital of this latter group was Rs. 14,675.5 crores. Again, the 
number of public limited companies was 9,101 (paid-up capital Rs. 3952.1 
crores) while private limited companies numbered 52.900 (paid up capital 
Rs. 10724.4 crores). Between 1951 and 1981 the number of public limited 
companies declined from 12,568 (paid-up capital Rs. 566.5 crores) to 9,101; 
on the other hand, private limited companies increased from 15,964 (paid- 
up capital Rs. 208.9 crores) to 52,900 during the period. Maharashtra had 
fhe largest number <>f limited companies, followed by West Bengal, but 
in respect of new company registrations, eight States were ahead of West 
Bengal in 1981, Maharashtra being again in the lead. 

Among the limited liability companies working in India in 1981 there 
were 851 government companies (that is, companies in which government 
held at least 51 per cent of share capital) with Rs. 10.853 crores as their 
paid-up capital. More, than half of these companies were private limited 
companies. In the early 1960s (in 1962) there were only 154 government 
companies in the country, their paid-up capital being about Rs. 630 crores. 
The number of government companies in 1951 was much less: only 51 such 
companies were at work with a paid-up capital of Rs. 26.3 crores. 

Joint stock companies incorporated abroad, but having a place of busi- 
ness in India, were declining in number. Out of 300 such companies at 
work in 1981. 133 had their head ollice in the United Kingdom and 57 
in the United States, followed by Japan (with 19 companies) and other 
countries. 


Indigenous and Foreign Capital 

With the advent of British rule the wealthy nobility of Muslim India were 
deprived of some of their wealth, but the commercial classes on the whole 
were allowed full scope to carry on their activities subject to the overall 
commercial supremacy of the ruling powers. In the early years after the 
East India Company’s rule was established there was sortie economic chaos 
following the political upheavals. But with the return of more settled con- 
ditions in the 1770s indigenous traders and financiers found it possible to 
offer their services to the Britishers in various capacities and thus to make a 
gainful living. At least until the middle of the nineteenth century there was 
no general feeling of a scarcity of capital in India; as distinct from a scar- 
city of specie. Business of almost any sort found financial supporters among 
the native merchants and landlords. It was only with the introduction of 
more capital-using, mechanised, methods of production that capital began 
to appear as scarce. 

It has often been said that capital in India is not so much scarce as ‘shy". 
The boom that opened with the cotton speculation in Bombay in the 1860s 
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gave clear evidence of the Indian’s flair both for involvement in speculative 
orgies and for abject passivity in the face of confidence tricks perpetrated 
by suave speculators. In fact, this boom and the subsequent bust must bear 
a good deal of responsibility for the ‘shyness' of capital in India in the 
succeeding years. 4 An unsympathetic government and an alien banking 
system remained completely indifferent to creating a favourable climate 
for the growth of business confidence without which a long-term capital 
market could hardly develop. 

Even then, as we have seen, by the beginning of the present century tne 
amount of indigenous capital in registered jointstock companies had reach- 
ed a figure of Rs. 37 crores. The boom created by the First World War 
brought about a spurt in investment and in 1920 the paid-up capital of 
joint-stock companies stood at Rs. 123 crores. In 1929-30 Dr. Jeidels, a 
forcigif expert associated with the Indian Central Backing Enquiry Com- 
mittee, estimated the total indigenous capital invested m India at Rs. 700 
crores, this figure including not merely industrial an^i company investment 
but also bank deposits and investments in government and other securities. 5 

In 1950 the Planning Commission estimated the value of productive 
capital employed in the private sector as Rs. 1,47*2 crores; the share of 
foreign capital in this total will certainly be less than 20 per cent (see infra , 
p. 137). At the same time the productive capital assets in the public 
sector, financed largely by indigenous sources, amounted to over Rs. 2,200 
crores. 

The amount of foreign capital invested in India has been variously 
estimated. Edgar Crammond's estimate for 1896 was £294 million, while 
George Paish estimated that in 1909-10 British investments in India 
exceeded £365 million. 6 The bulk of this foreign capital was invested either in 
government bonds or in the shares and bonds of railway companies. Tea, 
coffee and rubber plantations had also attracted a certain amount of foreign 
capital. Minerals like coal and petroleum had begun to be explored with the 
participation of foreigners. Foreign banks operating in India had brought 
in a certain amount of foreign capital for making investments in India. A 
certain amount of foreign capital had also come to be invested in such 
public utilities as electricity generation, tramways and waterworks, but 


4. See Wacha, 1 >.!•., A Financial C hapter in //” Hhtoiy of Bombay (‘*00). The com- 
mercial climate in Calcutta \sus cqualK perverse. See Singh, S.B., European Agency Houses 
in Bengal , p. 304. 

5. Indian Central Banking Enquiry Committc Report, as cited in Lokanathan, P.S., 
Industrial Organisation m India , p. 139. 

6. Both Crammoud and Paish included investments in Ccslon in their estimates for 
total British inxestments in this region and. of course, the territories ol present oay Burma 
and Pakistan were alsp co\cred by their estimates. Cramnionds estimate was originally 
published in the Quarterly Review, 1907. Paish presented his estimate in the Journal of 
Royal Statistical Society , 1909 a ml 1911. 
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according to Paish's estimate such ‘infrastructure' investment constituted 
less than 1 per cent of the total foreign investment. 

The methods used by Crammond and Paish in building up their esti- 
mates left much to be desired. Both of them used published British data 
relating to foreign securities issued in the British capital markets. Hence 
they had to leave out of their estimate securities privately placed or invest- 
ments financed out of rupee funds accumulated by foreigners or forcign- 
owned firms in India. When these have been taken into account, total 
British investment in the Indian economy prior to the First World War 
may well have exceeded £400 million (Rs. 600 crores). In fact H.F. Howard 
in 1911 put the figure for total British investment in India alone as £450 
million. His estimate, unlike the estimates of Crammond and Paish, 
included the rupee investments of foreigners. 7 

At the close of the First World War statistics relating to companies at 
work in India showed that there were 634 companies incorporated outside 
India, with a paid-up capital of £420.63 million along with debentures 
amounting to £102.73 million. 8 9 As more and more foreign companies 
began to be incorporated with rupee capital under the Indian Companies 
Act in the inter-war period, the difficulties of discerning the movement of 
foreign capital from company statistics became insoluble. No official 
statistics relating to inflow of foreign capital was available either. A stray 
estimate by the Midland Bank for 1922-23 revealed that India imported 
about £38 million of foreign capital fund" in that year.** During the same 
period India's annual liability for interest and dividend payments abroad 
amounted to over £17.5 million. 

During the period of the Great Depression when India was pacing 
through a balance of payments crisu the problem of servicing foreign 
investments naturally loomed large and efforts were made afresh to measure 
the extent of the foreign debt burden. G. Findlay Shirras put the amount 
of foreign investment in 1929 at £500 million, but thi> was almost imme- 
diately challenged by others who pointed out that Shirras had entirely 
neglected the rupee company holdings of foreigners as well as rupee secu- 
rities owned by them. G.D. Birla suggested that the amount of foreign invest- 
ment in 1929 could be as high as £1,000 million if foreigners' holdings of 
all kinds of rupee securities and the value of investments in unincorporated 
business were taken into account. But there was little statistical support 
for his assertion. V.K.R.V. Rao produced a compmmuc figure of £637.5 
million, but his methods also w'ere not fully convincing. 10 In short* no 

7. Howard, H.f India and the indd Standard, 191 1, Ch. V, a, cued in Piilai, P.P., 
Economic Conditions in India , p. 281. 

8. Pillai, P.P., op cit., p. 2X1. 

9. Pillai, P.P., op. cit., p. 282 fn. 

10. Estimates by Shirras, Birla and Rao wci? published in the Economic Journal during 
1932-33. 



industrial Organisation and Finance before independence 137 


firm and comprehensive estimate of foreign capital holdings in the Indian 
economy existed at the time. B.R. Shenoy’s estimate of £829.8 million for 
1939 11 was based on assumptions similar to Rao's and contained a number 
of equally doubtful items. 

It was only after Independence that the Reserve Bank of India decided 
to undertake a survey of India's liabilities (as well as assets) abroad through 
the questionnaire method. By this time, of course, a considerable part of 
the foreign capital earlier invested in this country had been repatriated. 
Sterling assets accruing to the Government of India during the Second 
World War were utilised to pay off the holders of sterling securities in Bri- 
tain, while war-time profits enabled Indian capitalists to buy up foreigners' 
holdings in Indian enterprises. This explains why the Reserve Banks’ survey 
returned a tigure of less than £400 million as India’s gross foreign liability 
in 1948. *01' this amount about £200 million (Rs. 255.8? erores) could be 
regarded as "productive’ investment, as distinguished from investment > in 
government, other public and semi-public institutions, and banks. 12 

The Reserve Bank survey also revealed that of Rs. 255.83 erores worth 
of non-banking foreign private-sector investments in India, over 28 per 
cent went into manufacturing. 25 per cent into trading, 20 per cent into plan- 
tations, 10 per cent into public utilities and transport, about 4.5 per cent 
into mining and the rest was employed in ether miscellaneous activities. 
Among industrial investments jute and tea accounted for Rs. 15.7 erores 
and Rs. 51.6 crorc* respectively. Coal had about Rs. 5 erores of foreign 
capital invested in it while the iron and steel group accounted for Rs. 6.5 
erores. Banking capital accounted for about Rs. 40 erores, while foreign 
capital in the official sector of the economy wt* estimate^ .i* Rs. 178 erores. 

The Reserve Bank survey also brought out the importan, fact that nearly 
80 per cent of the foreign capital in the private sector of the economy took 
the form of direct business investment, the amount oi 'portfolio' invest- 
ment in 1948 being only Rs. 67.80 erores. This implied that foreign capital 
had mostly entered India in combination with foreign organisation and 
enterprise, not simply as financial investment in firms controlled by Indian 
entrepreneurs. It was this dominance of foreign, mostly British, enterprise 
in the Indian industrial field that gave ri^e to feelings of apprehension and 
insecurity among Indian businessmen and the public. 1,1 In the period before 
Independence, foreign industrialists entrenched in India, specially in lucra- 
tive industries like jute and tea. did everyth, g in their power to block the 
entry of Indian competitors in what they regarded as their close preserve. 
Charges were also frequently made that British-owned banks and railway 
'ompanies discriminated against Indian traders and industrialists in matters 

11. Shenoy, B.R., The Steil'ng Assets of the Reset ve Rink of India ( 1945 ). 

12. See Reserve Bank vf India Bulletin, June 1959. 

13. British investments constituted over SO pci coni of diicct business investments in 
194S. 1 he U.S.A. was a poor second with less than 5 per cent. 



138 Concise History of Indian Economy 


like credit and railway facilities. The foreign companies also generally 
followed a policy of recruiting superior staff from abroad and did not offer 
adequate training facilities to Indians. They were also vehemently opposed 
to all schemes of transferring political responsibility to Indians. Even when 
the British Government would agree to introduce the institutions of res- 
ponsible government in India, these loreign companies would clamour for 
economic 'safeguards’ and get these recognized in the constitutional docu- 
ments either openly or on the sly. 

The period after the First World War saw the Indian business commu- 
nity protest with renewed self-confidence against the encroachment of the 
foreigner; the boom had made the community both more assertive and 
less appreciative of the value of foreign capital to the economy. In the 
exploration of minerals in particular the foreigners followed a policy of 
wasteful depletion. Valuable minerals were extracted without any thought 
of conservation and exported without being processed and utilised for crea- 
ting employment at home. These and other problems created by the unres- 
tricted operation of foreign capitalists in India led in 1924 to a study of 
the relevant issues by the External Capital Committee set up by the 
Government of India. The majority report of this Committee admitted the 
necessity of imposing certain regulations on foreign capital entering India. 
In the first place, foreign capital should not shut out Indians from partici- 
pation and in order to make this possible foreign capitalists should be 
required to form their companies with rupee capital and get these incorpora- 
ted in India under Indian laws. Moreover, a proportion of such capital 
should be kept reserved foi* Indian subscribers who should have the right 
to have proportional representation in the company’s Board of Directors. 
Secondly, all foreign companies should be required to provide facilities for 
the training of Indians and offer a certain proportion of senior positions to 
such trained persons. At the same time, it was recognised that putting too 
many restrictions on the operations of foreign capitalists could easily reduce 
their inclination to invest in India, particularly in the immediate post-war 
period when all countries needed large amounts of capital for the rehabili- 
tation of their war-damaged economies. 

Indian attitude to foreign capital changed perceptibly after Indepen- 
dence. It was, of course, always admitted that foreign capital had done 
a good deal of the pioneering work in establishing modern industries in 
India and also that, in the existing state of the Indian capital market, 
relying solely on indigenous capital would have made the pace of economic 
development even slower than what it actually had been. But the fear of 
economic and political domination very naturally clinched the issue so 
long as effective political power did not rest with Indians. After Indepen- 
dence the Indian Parliament was confident and forward-looking enough 
to accept without demur the following statement from Prime Minister 
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Nehru: 14 "Government will not object to foreign capital having control of 
a concern for a limited period, if it is found to be in the national interest,... 
and ...to the employment of non-Indians in posts requiring technical skill 
and experience, when Indians of requisite qualification are not available.” 
In general, however, the government was to insist on a policy of retaining 
the major interest in ownership and the effective control in Indian hands 
and of training up Indian experts to replace foreign personnel in due course. 
Encouragement to foreign capital was regarded as conducive to economic 
development, provided that such capital was obtainable on ordinary com- 
mercial terms without ‘strings’ attached. Such encouragement was pro- 
vided in the Prime Minister’s statement by assuring foreign investors that 
(a) no discrimination would be made between foreign and Indian investors 
in the application of industrial regulation measures, (b) no restrictions 
would be f*ut on the repatriation of capital and the remi t# ancc of profits, 
subject to the availability of foreign exchange, and (c) in the event of 
nationalization, foreign investors would be entitled to f^ir and reasonable 
compensation. Al.ci ! 950 the inflow of ‘aid’ capital, received on somewhat 
concessional terms, has largely transformed the problem of foreign capital 
as it was known to India in an earlier period. 


14. Statement on foreign capital and investment made by the Prime Minister on 6th 
April, 1949: 
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Industrial Development and 
Policy since Independence 


At the time of Independence in 1947 the number of workers in registered 
factories in India was only about 22 lakhs or less than 1.5 per cent of the 
working population. But there were much larger numbers engaged in tra- 
ditional industrial occupations or in small industrial workshops that did 
not qualify as factories. No reliable estimate exists regarding the total value 
of industrial production in the country at this time. One unofficial estimate 
in 1945 put the industrial output at about one-fifth of the gross domestic 
product. However, according to the National Income Committee, which 
was set up by the Government of India shortly after Independence, the 
share of the ‘mining, manufacturing and small enterprises’ sectoi in 1948- 
49 was slightly above 17 per cent (Rs. 14S0 crores out of Rs. 8670 crorcs at 
current prices) of the net national product. 

Apart from its very small si/e, the modern industrial sector was largely 
confined to a few simple consumer goods like cotton textiles or sugar. There 
was only a token production of commodities like steel or basic chemicals 
which provide the foundations on which an industrial structure is built, as 
the experience of the industrially developed countries will show. Most of 
the requirements of machinery for cotton or sugar mills had to be met from 
imports, since machine-building industries were hardly in existence. 

By the end of the Fifth Five Year Plan, m 1978-79, the number of 
employees in registered factories rose above 70 lakhs. But even thiN higher 
figure accounted for no more than 3 per cent of the country's estimated 
working population. Many new types of industrial establishments came 
into existence during the years since Independence, partly because of gi cater 
venturesomeness shown by private enterprise, but more often because 
of the greater involvement of the government with industrial growth. The 
establishment of several large industrial undertakings in the public sector 
has been a major feature of the country’s economic development in the 
post-Independence period. The total investment of the C entral government 
in public sector industrial undertakings was officially stated as Rs. 12,800 
crores as on March 31, 1979. The more important public sector under- 
takings have been working in the fields of steel production, non-ferrous 
metals such as zinc, copper and aluminium, pcti oleum production and 
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refining, chemical fertilizers, drugs and pharmaceuticals, heavy engineering 
and the generation of electric power. 

Industrial Policy Statements 

After Independence the Government of India announced in its first Indus- 
trial Policy Resolution (April 6, 1948) that, from the point of view of future 
development, industries in India would he divided into the following 
categories : 

(a) industries in which the State was to have exclusive monopoly, 
such as arms and ammunition, atomic energy generation and the railways. 

(b) industries for which the State will be exclusively responsible, so 
far as establishment of new industrial undertakings are concerned, but 
existing private units will be allowed to continue for at least 10 years after 
which the issue of nationalisation of such units would be re-examined. Such 
industries included coal, iron and steel, aircraft manufacture, shipbuilding, 
manufacture of telegraph, telephone and wireless and wireless apparatus 
and mineral oils. 

(c) industries which will be allowed to remain and expand under 
private enterprise, but will be subject to Central regulation and control 
because their location must be governed by factors of all-India import and 
also because they required considerable investment and a high degree of 
technical skill. A list of 18 such industries was drawn up of which the more 
important were machine tools, fertilizers, cotton and woollen textiles, cement, 
salt and paper. 

(d) industries which will be left for further expansion to private 
enterprise, but progressive participation of the State in these fields as well 
was not ruled out, as the financial and managerial resources of the State 
improved. 

The Industrial Policy Resolution of 1948 thus ushered in a ‘Mixed 
Economy' in which the responsibility for future industrial development 
was to be shared between the State and private enterprise. Th? First Five 
Yeai Plan (1951-56) proposed a total investment of Rs. 327 crores for 
financing projects of industrial expansion; the public sector component in 
this total was to be only Rs. 94 crores. The Central and State governments 
were to invest Rs. 83 crores and Rs. 1 1 crores respectively on industrial 
projects. About Rs. 33 crores worth of indu-'rial investment had already 
been made by the Central government before the First Plan started, mainly 
in the Sindhri fertilizer factory and the Chittaranjan locomotive factory 
for domestic manufacture of railway engines. In the First Plan the Central 
government proposed to invest mainly for expansion of iron and steel pro- 
ducing capacity and in the machine tools and shipbuilding industries. 
Some Central investment was also proposed for the establishments of a 



142 Concise History of Indian Economy 

factory at Perambur for railway coach building, a factory atPimpri for the 
manufactures of Penicillin and several other industrial schemes. Industrial 
investment on State government account was to be made primarily in 
cement, newsprint and art =>ilk industries as well for expansion of the capa- 
city of the steel unit at Bhadravati (situated in the former Princely State of 
Mysore and already publicly owned). 

The ‘Mixed Iiconomy’ principle was modified to a considerable extent 
through the Second Industrial Policy statement presented to Parliament on 
April 30, 1956. The new policy statement proposed a classification of indus- 
tries into 3 groups. In the first group (listed in Schedule A) 17 industries 
were proposed to be included, for the development of which the Slate was 
to be exclusively responsible. Apart from the three industrial groups for 
which exclusive responsibility was placed on the State in 1948, the other 
major industries included in this group were iron and steel, l\eavy mach- 
inery, heavy electricals, minerals and mineral oils, air transport, generation 
and distribution cjf electricity and shipbuilding. Thus categories (</) and (6) 
of the 1948 Policy Resolution were amalgamated and several new industries 
of national importance were included in this schedule. In the second group 
(Schedule B) were placed 12 industries which were to be progressively 
brought under State ownership and in which new units were generally to 
be set up as public undertakings. Private enterprise was to play only a 
supplementary and secondary role in the development of industries belong- 
ing to this group. Important industries in this group were ferro-alloys, 
chemicals and drugs, fertilizers, road transport and sea transport. Indus- 
trie* in the third group (Schedule C), such as cotton textiles, cement, sugar 
and so on, were to be “left to the initiative and enterprise of the private 
sector'’ but the State was to have the right to set up manufacturing units 
for industries belonging to this group as well. 

The greater stress on public sector industrial enterprises, contained in 
the Industrial Policy Statement of 1956, was in keeping with the celebrated 
Avadi Resolution (1954) of the Indian National Congress Party which 
was continuously in power at the Centre from 1950 (when the first elections 
were held according to the new Constitution of the Indian Union) and 1977, 
The Congress Party did not adopt Socialism in its classical sense of 
‘public ownership of the means of production', as its goal and recognized 
certain elements of value in private enterprise, specially when such enter- 
prise did not lead to industrial concentration. But it adopted a goal which 
was described as ‘the Socialist pattern of Society', whose meaning, accor- 
ding to the Second Five Year Plan, was ‘that the basic criterion for deter- 
mining the lines of advance must not be private profit but social gain and 
that the pattern of development and the structure of socio-economic 
relations should be so planned that they result not only in appreciable 
increases in national income and employment but also in greater equality 
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of incomes and wealth. 1 New investment by the private sector was not 
ruled out, but it “has to play its part within the framework of the compre- 
hensive plan accepted by the community”. The State had to accept res- 
ponsibility both for initiating developments which the private sector was 
unwilling or unable to undertake and also to shape “the entire pattern of 
investment in the economy, whether it (the State) makes the investments 
directly or whether these are made by the private sector” 

The strategy of India's Second Five Year Plan was in favour of building 
up ‘heavy’ industries, with relatively mild stress on the expansion of capacity 
in light consumer goods. It was proposed that industrial investment 
excluding cottage and small-scale industries) during 1956-61 should be 
Rs. 1094 crores of which Rs. 91 5 crores would be for the expansion of capacity 
in machinery and other producer goods and Rs. 179 crores for consumer 
goods. Private enterprise was to assume responsibility for about 93 percent 
of investment in the consumer goods sector, but for only 40 per cent in 
respect of producer good>. Among important schemes of industrial 
investment in the public sector were: three steel plant* at Rourkela, Bhilai 
and Durgaper, a heavy engineering factory near Ranchi (Bihar) the 
lignite project m South Arcot (Madras), the liindusthan shipyard at 
Visakhapatnam, a heaw electrical equipments plant at Bhopal and other 
relatively capital-absorbing development projects. The three steel plants alone 
were estimated to require an investment of Rs. 350 crores during 195^—61. 
The private sector was to be involved in the following schemes among 
others: expansion of capacity in the Tata Iron and Steel Works and Indian 
Iron and Steel Works (aggregate cost of investment estimated as Rs. 115 
crores) expanded production in aluminium, ferro-alloys, cement and 
engineering industries, development of certain simpler types of machinery 
industries (e.g. cotton textile machinery) and modernisation of equipment 
in cotton mills and jute textile factories. 

Industrial development strategy in the Third Plan (1960-66) was con- 
ceived more or less on the same lines as in the Second Plan. The emphasis 
on capital and producer goods was continued, with special emphasis on 
machine building. Among the important public sector industrial projects 
in the Third Plan were: establishment of a steel plant at Bokaro (Bihar), 
construction of a second shipyard in Cochin, construction of new fertilizer 
factories in several regions of the country, setting up the alloy and steel plant 
in Duigapur (West Bengal) and a number of small projects. The total 
public sector investment on all industrial . pansion schemes was projected at 
Rs. 1261 crores for the Central government and Rs. 64 crores tor the State 
governments (excluding programmes of mineral development). Industrial 
investment in t he private scctoi was expected to be Rs . 1125 crores. 

The Fourth Plan (1969-74) was drawn up at a time when the country 
was passing through a phase of industrial recession. In scvetal important 


1. Planning Commission, Second Fi\e Year Plan , 1956-61, p. 22. 
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industries actual production dropped considerably below currently installed 
capacity, it was also realised that many of the new industiies remained 
vitally dependent on imported equipments and spare parts, but they failed 
to contribute substantially to the countiy's foreign exchange earnings 
because of low' production and low exports. The Fourth Plan, therefore, 
had to devote special attention to balancing the industrial structure and 
realising the full potential of the installed industrial capacity. In the Fourth 
Plan the Central government was to invest Rs. 2132 ciores on schemes of 
industrial development, the State governments and Union territories were 
to invest Rs. 180 crores and the private sector was expected to invest 
Rs. 2400 crores on programmes of industrial expansion. The more important 
among the public sectoi industrial projects in the Fourth Plan were the 
following: expansion of steel producing capacity, expansion of fertilizer 
capacity, expansion of the heavy electrical plant and establishment of new 
pharmaceutical plants. r 

The index number of industrial production (1960 100) showed that at 

the end of the Fourth Plan as compared with 1951, the most remarkable 
gains had been made in the production of all tv pcs of machinery (most of 
which were not indigenously produced before Independence), metal pro- 
ducts drugs and chemicals, mineral oil derivatives, paper and paper pro- 
ducts. Established industries like cotton textiles or jute, however, icgistered 
little or no progress. The general picture was one of fairly rapid expansion 
during 1951-66 followed by a slowing down of growth between 1966 and 
1974 (the closing >ear of the Fourth Plan). While the general index of 
industrial production rose at an annual a\eruge rate of more than 7 per 
cent between 1951 and 1966/ this rate was no more than 4 per cent during 
1966-73. In respect of the machinery and equipment industries the rate of 
growth slumped by about 50 per cent. In transport equipments (specially 
railway wagons) t lie level of production at the end of the fourth Plan was 
lower than in 1966. Recession also hit the manufacture of several othei 
engineering products 

The Fifth Five Year Plan (1974-79) sought to raise the rate of industrial 
growth to about 8 per cent per annum. Nearly Rs. 9600 crores were to be 
invested in this Plan on organised industry and mining as compared with 
Rs. 3050 crores m the Fourth Plan, but these figures do not take into 
account the rise m prices that had occurred in the intervening period. One 
of the features of industrial development policy in the Fifth Plan was the 
stress on liberalisation of industrial licensing, since rfgid licensing was 
believed to be hampering the expansion of private cntei prise by imposing 
too many restrictions on the setting up and expansion of industrial plants. A 
number of industries were exempted from seeking licences, some were per- 
mitted to produce beyond the licensed capacity and simplifications were 
introduced in the procedure for issue of industrial licences. These measures 
were adopted in several steps between 1973 and 1976. 
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Industrial growth was sciiously handicapped after 1974 by the sharp 
rise in the prices of mineiai oil and other petroleum products as well as by 
the considerable rise in the prices of some metals which India had to import 
irom other countries. I here were also domestic constraints in the form 
of inadequate generation of electrical power and irregular distribution of 
coal supplies. The annual aveiage late of growth of industrial production, 
as measured by the movement in the general index, was barely 5 per cent 
■during the period 1974-78. Growth rates were very low in textiles, footwear, 
paper products and certain engineering industries. 

In 1977 the prevailing industrial policy, pursued by the Congress Party 
ior over two decades since 1956, was sought to be modified in certain res- 
pects by the coalition of several non-Congress parties that came to power 
at the Centre in the 1977 elections. A new Industrial Policy Statement pre- 
sented fo Parliament by the new (Janata) government in December 1977 
stated that the “mam thrust of the new industrial policy will be on effective 
promotion o* cottage and small industries widely dispersed in rural areas 
and small towns . I he earlier policy of the Congress Party was criticised 
for encouraging mostly the modern large-scale industries and thus allowing 
big industrial houses to dominate the industrial scene. In the new Indus- 
trial Policy Statement of 1977. it was stated that whatever could be pro- 
duced by small industries were to be produced by them, and not by large- 
scale manufacturing units. The small industries sector was described as 
falling into three categories: (a) cottage and household industries providing 
self-employment to Luge numbers of people in rural surroundings, (b) 
industries in the ‘tiny' sector with investment m equipments and machinery 
up to Rs. 1 lakh per unit and located in centres with less than 50 thousand 
people, and (<■) small-scale industries comprising of unit with investment 
in plant and machinery up to Rs. 10 lakhs and in the case of ancillary units 
up to Rs. 15 lakhs. The policy of reservation of certain items of production 
for small and cottage industries, already in torce since 1956, was much 
widened in scope. The number of such ‘reserved 1 items was increased from 
180 to 807 by May, 1978 by successive notifications. To bring about a 
wider dispersal of small industries, it was proposed to set up District 
Industries Centres m each of the nearly 450 districts in the country. These 
Centres were to provide under one roof all the services that small entrepre- 
neurs would require in the initial stages, such as technical ana legal know- 
how and credit facilities. The Policy envisaged only a limited role for large- 
scale industrial units. They were to provide the infrastructure for the deve- 
lopment of small and cottage industries as well as for agriculture. Financial 
facilities provided by public sector financial institutions were henceforth 
to be used more for the small industries sector than for large-scale industries. 

The Fifth Plan was terminated by the new Central Government one year 
earlier than its full term. It entrusted a reconstituted Planning Commission 
to prepare a Plan for the period 1978-83. The Draft Plan issued bv the 
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Planning Commission envisaged industrial growth at 6 per cent per annum, 
but its industrial development policy aimed primarily at the creation of 
more employment through expansion of small industries and hence the 
growth objective was accorded relatively less importance. Employment 
in the mining and manufacturing sectors (including small and cottage indus- 
tries) was calculated to increase by over 9 million man-years, absorbing 
over one-third of the projected increase in the labour force. However, the 
Plan projections could not be tested against facts, since the government 
lost the elections in 1980 and the Congress Party was restored to power. 

After its return to power the Congress government at the Centre 
reviewed the industrial policy of the previous noti-Congrcss government and 
decided to formulate a new policy for industrial growth. The Industrial 
Policy Statement of July 1980 reiterated the basic validity and workability 
of the industrial policy pursued by the Congress Party since 1956,* guided 
by the Industrial Policy Statement of that year. At the same time it aimed at 
obliterating the “artificial divisions between small and large-scale industr>” 
which was. in this view, encouraged by the previous government. It 
introduced the concept of economic federalism which wa> intended to build 
up Jinks between 4 a nucleus plant’ of a fairly large size assembling the 
prodacts of small-scale plants ancillary to it, or producing inputs for small 
units located within its area. The nucleus plant was also expected to work 
for upgrading the technology of small units and creating outlets for their 
products. However, the three-fold classification of small units, introduced 
by the Policy Statement of 1977 was retained. The ‘tiny’ sector was re- 
defined as consisting of units with investment in machinery and equipment 
up to Rs. 2 lakhs, while the limit of investment for uniK m the small-scale 
sector was raised from Rs. 10 lakhs to Rs. 20 lakhs. In the case of ancillary 
units this limit was raised from Rs. 15 lakhs to Rs. 25 lakhs. Since then 
these limits have been further revised upwards to allow for the higher cost 
of machinery and to encourage the small units to adopt superior techni- 
ques of production. 

Some ideas about the extent of progress achieved in the modern indus- 
trial sector can be gleaned from the following facts. In 1947 the average 
daily number of workers employed in the factories of the Indian Union was 
22.3 lakh. This figure rose to 70.9 lakh in 1977-78. Among industries which 
had not yet made a beginning in 1950-51 or had only a nominal existence 
werp: textile looms, power pumps, diesel engines, electric motors, artificial 
fibres, tyres and tubes, refrigerators and air-conditioners, duplicators, 
razor blades, screws of all sizes and types and typewriters. Very rapid 
rates of growth were initially registered when these industries started opera- 
tions from a low (or zero) base during the First and Second Plan periods. 
A number of other industries in which pi eduction more than trebled in the 
first 15 years after 1951 (implying an average annual growth rate of over 
7.5 per cent) were: steel ingots, aluminium, cement, glass, basic chemicals, 
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industrial alcohol, motor vehicles, bicycles, electrical lamps and fans, 
radio receivers, plywood, paper and refined sugar. The more-than-three- 
fold increase in the production of coal and a 17-fold increase in electricity 
generation during the same period were other indicators of industrial 
expansion. 

The public sector owned and operated 116 industrial and mining enter- 
prises when the Sixth Plan (1980-85) came to be drafted in 1981. Some of 
these enterprises, in steel and coal for example, were actually holding com- 
panies operating a number of units under one umbrella. The aggregate 
investment in all these enterprises amounted to over Rs. 15,420 crores. 
Apart from these public enterprises engaged in production, there were 
another 50 or so enterprises in the public sector which were concerned with 
construction, tourism and transport, financial and trading services and 
consultancy. About Rs. 3815 crores were invested in these enterprises. 

Although the rate of growth of manufactured products in general dece- 
lerated to 4 per cent per annum during the 1970-80\iecade, there were a 
few specific sectors of industrial production where production increased at 
more than double this rate. Typical of these sectors were: chemicals, metal 
products, all types of machinery and transport equipment. But the pro- 
duction of basic consumer goods like sugar or edible oils was barely keeping 
pace with the growth of population or, as in the case of cotton cloth, even 
failing to keep in step with population growth. 

The Sixth Plan's (1980-85) industrial programmes renewed the stress 
on such basic industries as steel, non-ferrous metals, fertilizers, capital 
goods and petro-chemicals. The Plan's industrial strategy was based on 
the premise that the easing of supply-side infra-struciural bottlenecks like 
shortages of power and railway transport facilities would make possible 
the achievement of an 8 per cent annual growth rate in industrial produc- 
tion, which was almost double the rate of growth achieved during 1970-80. 
An investment of Rs. 20,407 crores, nearly 24.3 per cent of aggregate public 
sector investment, was proposed to be directed towards the industrial sec- 
tor along with the two major energy-producing sectors, petroleum and coal. 


Measures Against Concentration of Economic Power 

The Directive Principles of State Policy, as set forth in tne Constitution 
of India adopted after Independence (in 19.n» laid down that the State ought 
“to direct its policy towards securing . ..that the operation of the economic 
system does not result in the concentration of wealth and means of pro- 
duction to the common detriment'’. The adoption of the ‘Socialist pattern 
of Society' as the objective of social and economic policy, endorsed by a 
Resolution of Parliament in 1954, was intended to give effect to this Direc- 
tive Principle. Although all industrial development schemes became 
subject to government authorisation, after the passing of the Industries 
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(Development and Regulation) Act, 1951 and a system of industrial licensing 
was introduced since that year, it was noticed that this had done little to 
check the concentration of economic power in the hands of a small number 
of organised business groups, specially after industrial development started 
gathering momentum during the Second Plan period. The rapid expansion 
that occurred in a number of industries after 1956—57 led to a situation in 
which well-established industrial firms could further expand their size and 
enter altogether new fields of industrial enterprise. Much of the capital for 
industrial expansion in the private sector was generated through internal 
savings within the corporate sector and these savings tended to be ploughed 
back in enterprises controlled by the established group of entrepreneurs. 
In many of the newly established industries a large scale of operation was 
imperative due to technological reasons. This posed the dilemma of whether 
to reap the economies of large-scale production by allowing firms \o exer- 
cise control over larger and larger amounts of capital or to check the con- 
centration of capital 4 in a few hands by disallowing large-scale operations. 
Further, there was the consideration that many of the newly introduced 
industries required collaboration with foreign industrial groups and they 
would certainly prefer collaborating with industrial groups already estab- 
lished in the country. Financial and organisational constraints stood in 
the way of extending public enterprise to the entire set of industries requiring 
large-scale operation and foreign technical and * financial partnership. 
Hence the importance of the large units in the private sector could not be 
deflated by expanding the operations of public sector enterpiises. 

When the Third Plan w as framed in 1960-61, the Planning Commission 
recognised that the objective of securing a less uneven distribution of eco- 
nomic power was not being realised. The agencies responsible for authorisa- 
tion and licensing of industrial schemes were, therefore, advised that “in 
licensing new industrial units and sanctioning the expansion ot existing 
units, there must be considerable vigilance in permitting the growth of 
large existing businesses and, in the greatest measure possible, the entry 
of new firms should be facilitated and small and medium enterprises and 
cooperative organisations encouraged 1 '. 2 Similarly, public sector financial 
institutions were advised to sec that their support to new entrants into 
industry and small enterprises as well as to cooperative undertakings was 
both speedy and adequate. 

The new fndian Companies Act, introduced in 1956, was also designed 
as an instrument for checking inter-corporatc investment and inter-locking 
of directorships in companies. It was expected that effective administration 
of the provisions contained in this Act would go a long way in checking the 
concentration of economic power. 

The actual developments, however, gave rise to considerable criticisms 


2. Planning Commission, Third Five Year Plan, 1961-66, p. 14. 
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of government policy in respect of industrial licensing, particularly its 
failure to curb industrial concentration. In 1960 the Government of India 
set up a Committee under the chairmanship of Prof. P.C. Mahalanobis to 
go into the question of industrial concentration and other aspects of the 
problem of economic inequality. The Report of this Committee on the 
Distribution of Income and Level of Living, submitted in 1964, indicated 
that in the industrial field the concentration of power, in the sense of com- 
mand over industrial assets, was indeed growing and the top 20 industrial 
groups were managing in 1958 nearly three-fifths of the paid-up capital of 
all private sector companies. 

A more thorough-going investigation into the share of the dominant 
business groups in industrial activities was carried out by the Monopolies 
Inquiry Commission set up in 1965. The Commission’s Report 
revealed that 75 large business houses. ha\ing ultimate power of decision- 
making over 1536 companies, exercised control over 44.1 per cent of the 
paid-up capital of all companies m the privaie sector, excluding 
banking companies. Their command over all types? of assets held by 
such companies was even higher and was estimated at 46.5 per cent. The 
Commission also went into the question of market domination and for this 
purpose studied product-wise concentration. The product concentration 
ratio in respect of any specific product was regarded as ‘high* if the three 
most important sellers had a 75 per cent oi larger share in total sales. If 
this share was between 60 and 75 per cent, the concentration ratio was 
regarded as 'medium' and if it was between 50 and 60 per cent it was ‘low’. 
The Commission made a study of UK) industrial products and found that 
high or at least medium concentration ratios were prevalent in respect of 
most industrial products whose production had recorded high rates of 
growth since the early days of planned industrial development. The Com- 
mission, howe\er, expressed the view that concentration as such need not be 
considered as a menace. Measures against concentration assume impor- 
tance only when such concentration leads to restricted output, unreasonably 
high prices, inferior quality of products and other undesirable practices 
arising out of the use of monopoly power. 

Following the recommendations of the Monopolies Inquiry Commis- 
sion, the Monopolies and Restrictive Trade Practices (MRTP) Act of 1969 
was drawn up. The Act introduces the concept of a 'Business House’ which 
consists of a group of inter-connected unhs. A business house is considered 
‘large’ when the aggregate value of assets ot all inter-connected units under 
its control exceeds Rs. 20 crorcs. 3 The Act also defines ‘Dominant Under- 
takings’ as those units which own assets above Rs. i crore and which, along 
with its inter-connected undertakings, provides tor at least one-third of the 


3. This limit has been raised to Rs. 100 acres as the market value of assets rose as a 
•‘C'mif of inflation. 
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total domestic supply of a specilic product. Both ‘Large Industrial Houses 
and Dominant Undertakings’ are required to get themselves registered with 
the authorities administering the MRTP Act. The effect of such registration 
is that the undertakings so registered have to take special permission from 
the MRTP administration for any expansion, diversification, merger or 
take-over scheme that they may want to initiate. 

A permanent statutory commission (MRTP Commission) with quasi- 
judicial authority was set up under this Act in 1970 to go into all issues 
relating to exercise of monopoly power in a manner that is “prejudicial to 
the public interest”. Practices like collusive price fixation, exclusive dealer- 
ship contracts, resale price maintenance and secret understanding among 
competitors regarding market-sharing are referred to the Commission for 
its adjudication and final recommendations. According to recent indica- 
tions of policy in this respect, MRTP companies will not be ordinarily 
permitted to set up industries which are not explicitly made accessible to 
them. 4 But exceptions will be made in those cases where the company accepts 
an obligation to export at least 60 per cent of its production. An MRTP 
company will not also be permitted to collaborate with State agencies in 
setting up in the joint sector’ any industry from which it is otherwise 
excluded. 

Since the operation of the government's industrial licensing policy was 
believed to be largely responsible for the growing concentration of indus- 
trial assets in the country, an enquiry into the industrial licensing policy 
was also ordered in 1967. The Industrial Licensing Policy Emquiry Commit- 
tee under the Chairmanship of Subimal Dutt, a senior Indian Civil Service 
official, was asked to review the working of the industrial licensing system 
in the country and to suggest measures for its improved functioning. In 
its Report, submitted in July 1969, the Committee roundly condemned the 
licensing authorities for being too generous in granting industrial licences 
to a limited number of big and established business houses and observed 
that "(the) consideration of preventing monopoly does not seem to have 
entered the picture at all”. There were many cases in which licences were 
pre-empted by some established group but the corresponding projects were 
never undertaken; as a result competitors were prevented from entering an 
industry and output was not allowed to expand. In other cases more capacity 
was licensed than was justified on technical or economic grounds. 

The Committee recommended that large industrial houses, which were 
then 73 in number on the basis of criteria like the amount of fixed assets 
controlled, should be made to confine their activities only to a few areas of 
basic, strategic and critical importance. The Committee described this as 
the 'core’ sector. In addition, any industrial project requiring heavy invest- 
ment, that is , an investment of ove** Rs. 5 crorcs would also remain open 

4. 24 such industrial groups were indicated in 1982. 
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to the large industrial houses. It was also held that the public and private 
sectors could work together for the development of certain industries, 
specially those where foreign collaboration was regarded as indispensable. 
Such industries could then be said to belong to 'the joint sector’. For all 
other industrial investment proposals requiring a licence, special considera- 
tion was to be given to medium and small entrepreneurs. * 

The industrial licensing policy has been modified several times after 
1970, generally on the lines recommended by the Dutt Committee. Libera- 
lisation in licensing provisions has taken the following torms: the limit of 
investment up to which licences are not required has been raised, in some 
cases automatic growth in licensed capacity has been provided for (usually 
up to 25 per cent in five years), certain industries exploring new technolo- 
gical processes have been altogether exempted from the licensing regulations 
and the procedures for the processing of applications for industrial licences 
have been considerably simplified. Certain steps have also been taken to 
monitor the implementation of the projects for which licences have been 
issued. Production for exports is not counted in the licensed capacity of an 
undertaking, nor is it taken into account in determining ‘dominance’ of an 
undertaking under the MRTP Act. Certain special facilities have been 
introduced to encourage non-resident Indians to instal industrial capacity 
in India. For certain industrial expansion schemes it is at present enough 
to get registered with the Secretariat for Industrial Approvals and licensing 
has been dispensed with. 

De-licensing and liberalisation in the policy of issuing licences are both 
useful measures to step up the rate of industrial growth which had dece- 
lerated m the 1970s. But the extent to which small and medium entrepre- 
neurs will be induced by these policies to enter the industrial field, and the 
degree by which the concentration of industrial assets and activities will 
diminish as a result of these policies is not very clear at the moment. 

Foreign Capital and Technical Collaboration in the 
Post-Independence Period 

In the Industrial Policy Resolution of 1948, adopted shortly after Inde- 
pendence the Government of India assured foreign investors who might be 
interested in investing in India that they would not be discriminated against 
in any way. and in case of nationalisation of their undertakings they would 
be adequately compensated. But private investors in foreign countries 
showed little interest in India. There was, on the other hand, a tendency tor 
foreign capital, invested in India before 1947, to be repatriated and this 
gave rise to sonic payments problem immediately after Independence. As 
industrialisation proceeded under the Five Year Plans the need for imports 
of machinery, equipments, minerals and mineral oil began to grow, the 
balance of trade turned adverse and foreign exchange reserves dwindled to 
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very low levels by 1957-58. 5 Inflow of foreign funds, cither in the form of 
inter-government loans (including loans from international lending agen- 
cies) or private equity participation, then came to be looked upon as a 
measure of support to the process of industrialisation of the country. Foreign 
capital, it came to be argued, was helpful in the short run to get over the 
hump on the \va> to self-reliant development. As the Planning Commission 
put it in 1961, “Development effort in India over the Third and Fourth 
Plans has to concentrate on expansion of capital goods and machine build- 
ing industries.., on a scale that would enable tiie country to build up in 
this period sufficient capacity to'produce domestically the bulk of the capital 
goods and machinery that it will require in subsequent periods" and hence 
depending on foreign capital for a relatively short period was considered 
not only unavoidable, but also judicious. 

While the flow of mter-govemment loans and special concessional loans 
from international financial institutions increased alter the foreign exchange 
crisis of 1958-59. private capital inflow was also stimulated m consequence 
of a number of collaboration agreements negotiated in the late 1950s, and 
subsequently, between Indian and foreign industrial groups. A number of 
foreign companies also became interested in setting up branches or estab- 
lishing subsidiary companies in India as restrictions on unpoi ts were tight- 
ened up. Such subsidiary companies usually had, some degree of Indian 
participation, but the majority of shares and control were retained by the 
parent foreign compan). By 1978-79 these subsidiary companies had a 
paid-up capital of nearly Rs. 360 crorcs, of which almost three-filths 
were contributed by the foreign controlling interests. The assets of foreign 
subsidiaries increased bv about 44 per cent during 1959-76. 

Private foreign investment played a significant role in the absorption of 
foreign technology in India during the Second and Third Plan periods in 
particular. It also helped in casing the burden of payments in foreign 
exchange for imported machinery and equipments. However, when account 
is taken of remittances of dividends, royalty payments, license fees and 
salaries of foreign technicians, the net gain in foreign exchange docs not 
appear as striking. For the period 1948-61, in fact, one study reveals that 
gross foreign investment of Rs. 247.1 crorcs was far outweighed by for- 
eign exchange payments on account of remittances of profits and royalty 
payments etc. amounting to Rs. 577.3 crores. 6 The situation in this respect 
improved to some extent as the foreign exchange earnings of such companies 
increased in later years. But the companies showed little inclination to 
transfer their control to Indian hands, which was the declared aim of 
government policy. Accordingly by an amendment of the Foreign 


5. 'Foreign exchange reserves fell sharply by Rs. 481 crores in the first two years of the 
Second Plan* (Third FYP, p. 107). 

6. Kidron, M , as cited in Decpak Lai — Appraising Foreign Investment in India , p. 114. 
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Exchange Regulation Act (FERA) in 1973 the government sought to increase 
Indian equity participation in such companies as well as to reduce the out- 
flow of foreign exchange caused by predominant foreign ownership. Sec- 
tion 29 of the Act provided that all companies incorporated outside India 
and Indian companies having more than 40 per cent non-resident interest 
would have to seek fresh permission from the Reserve Bank of India to 
carry on their existing business activities in India. Steps were taken by the 
RBI through this process to convert branches of foreign companies into 
Indian companies with foreign holdings usually of not more than 40 per 
cent, though higher shares were allowed in the case of companies trading in 
certain special products or undertaking specific export commitments. Simi- 
larly companicN already incorporated in India, but with more than 40 per 
cent non-resident interest were also required to reduce their foreign holdings, 
again usually to 40 per cent. The FLRA companies, as companies with 
foreign equity participation are now usually called, are required to restrict 
their activities to certain specified industrial activities, just like the large 
industrial houses and dominant undertakings incorporated in India. 


Special Agencies for Promotion of Small and 
Village Industries 

We have seen earlier how traditional handicrafts of the country were either 
destroyed or forced to lead a moribund existence because of the unrestricted 
free trade policy pursued by the British rulers in India. The re\ival of village 
industries for the proper utilisation of rural manpower was stressed in 
the economic resolutions of the Indian National Congress long before the 
party came to power in 1947. The handcrafts were icFed upon to supple- 
ment, because of their emplcw merit-generating capac:'v, the performance 
of machine-building industnes which were given the highest priority in 
Indian planning strategy, as framed by Professor P.C. Mahalanobis in the 
early 1950s. They were also regarded as capable of turning out additional 
outputs of essential consumer goods like cloth and edible oils by bringing 
into fuller use their under-utilised tools and appliances. This, it was believed, 
would check the rise in consumer good prices which the Mahalanobis plan- 
ning strategy might otherwise bring about. 

Following this line of thinking, the Planning Commission set up in June 
1955 a committee under the Chairmanship of Professor D.G. Kane, a well- 
known economist, to examine the problems facing small-scale and cottage 
industries in the country and to draw ; up a scheme so that these industries 
could satisfy a large proportion of the increased demand for consumer goods 
in common use, increase employment opportunities and generally adopt 
the co-operative form of organisation in production and marketing. The 
Report of this Village and Small-Scale Industries (Second Five Year Plan) 
Committee recommended a substantial stepping up of Plan outlay on the 
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development of this category of industries, if they were to play the role 
expected of them. During the First Plan about Rs. 31 crores were spent on 
village and small industries and a Khadi and Village Industries Commission 
was set up. In the Second Plan the outlay for this purpose was proposed to 
be raised to nearly Rs. 260 crorcs and the additional employment potential 
was expected to be around 50 lakhs. The Committee suggested in their 
Report that certain curbs must be put on the output of factories so that 
the village and small-scale industries did not have to face unequal compe- 
tition from mills and factories. It was believed that in the long run, as the 
small industries improved their technology, they would be able to match 
the performance of the larger units and dispense with special measures of 
assistance and protection. 

For the development of different types of cottage and village-based 
industries special Beards were set up during the First and Second Plan 
periods. The more important among these are the All India Handicrafts 
Board, AH India Handloom Board, Coir Board, Central Silk Board and 
the Stale Khadi and r Village Industries Boards. The small industries, 
which use more modern technology and generally run on electricity as well 
as employ some hired workers, can draw upon the assistance of such 
specialised agencies as the Small Industries Development Corporation and 
the National Small Industries Corporation both of which were set up in the 
period following the Karve Committee’s deliberations. 7 Plan outlay for 
the development of small and village industries reached its high water-mark 
during the Second Plan when it was 4 per cent of realised aggregate Plan 
outlay. The short-lived non-Congress coalition government at the Centre 
put, during 1977-79, a good' deal of emphasis on the rehabilitation of the 
small and cottage industries. Despite this emphasis in their policy, the 
actual outlay on the development of these industries was only 1.3 per cent 
of the aggregate Plan outlay during 1974-78. The Sixth Plan proposed to 
raise the outlay under this heading to 1.8 per cent. The general experience 
has been that even the funds allotted for development of the small industries 
and handicrafts cannot be spent fully or with full advantage because of 
organisational lapses. Lack of reliable statistical data in- respect of the 
small and cottage industries is another handicap in properly planning for 
their development. The progress in respect of diffusion of small-scale enter- 
prise in rural areas is still very limited. One survey revealed that in 1976 
nearly two-thirds of registered small-scale units in the country were located 
in the industrially advanced States and around Delhi. 8 Among small scale 
units financially assisted by the commercial banks, the really "tiny’ units 
were conspicuous by their absence According to a Reserve Bank of India 

7. The organisational forms were suggested by a Ford Foundation team which studied 
the problems of India’s small industries in 1959. 

8. Sixth Five Year Plan, p. 188. 



Industrial Development and Policy since Independence 1 55 


study 60 per cent of the credit flow to small scale industries was availed of 
by only 11 per cent of the small units and these were the relatively bigger 
units. In spite of the existence of a large number of agencies to help the 
artisans and small entrepreneurs, the deployment of credit for the develop- 
ment of this sector has been small. However, better marketing arrange- 
ments have been of some help in marketing the products of village industries 
and handicrafts both inside the country and abroad. Exports from the 
village and small industries sector have been recently estimated at about 
one-third of total exports from the Indian Union. 


Specialised Institutions for Industrial Financing 

During the entire period of British rule the State followed a policy of almost 
complete passivity so far as modern industrial development was concerned. 
Industries like jute and paper attracted some foreign (British) investment, 
while industries which grew up mainly on the bads of indigenous capital 
investment, such as cotton textiles or iron and steel, had to raise capital 
through sales of shares or debentures and occasionally also by taking 
deposits for relatively short period from the public. The State failed to 
introduce comprehensive arrangements to improve the long-term financing of 
industrial projects, although under the State Aid to Industries Acts some 
token advances used to be made every year to relatively minor industrial 
enterprises. For a long time it was being felt that a capital market in the 
proper sense of the term could not develop in India unless, in the initial 
stages, the State came forward to support the industrial borrowers by under- 
writing or standing as guarantor for their loans. However, nothing was 
done in this respect before Independence. 

The first State venture in the field of industrial finance took shape in 
1948 when the Industrial Finance Corporation of India, (IFCI) was set 
up. Out of its initial paid-up capital, Rs. 5 crores, the Government of 
India subscribed Rs. 1 crore. The remaining shares were allotted to the 
Reserve Bank of India (which had not been nationalised then), the more 
important joint-stock banks, insurance companies, investment trusts and 
co-operative banks. The shares received guarantee of a minimum dividend, 
2£ per cent free of tax, from the Government of India. The Corpora- 
tion was empowered to issue its own bonds and debentures arid to accept 
long-term deposits from the public, subject to the condition that its total 
liabilities on this and other accounts c\»uld not exceed five times its capital 
and reserves. Later amendments have further added to the total resources 
of the Corporation. 

The IFCI can guarantee loans raised by industrial concerns for periods 
not exceeding 25 years, can underwrite snares or debentures and hold them 
before selling for periods up to 7 years, and grant advances to industrial 
borrowers against their fixed assets for periods up to 25 years. Originally 
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it was debarred from acquiring shares or debentures, but this was later 
permitted in suitable cases. There are limits to be observed regarding the 
maximum loan granted to an individual borrower. Only public limited 
companies and cooperative societies engaged in specified industrial acti- 
vities weie made eligible to borrow from the Corporation. 

In 1951 the State Financial Corporations (SFC) Act, adopted by the 
Indian Parliament, enabled the States in India to set up their own financial 
institutions for helping medium and small industries of regional, rather 
than national, importance. State governments subscribed to a portion of 
the share capital of an SFC; the remaining shares were allotted to the 
Reserve Bank, joint-stock and co-operative banks, insurance companies 
and the like. However, private investors could also hold shares of an 
SFC subject to the limit of 25 per cent of its total share capital. 9 An SFC 
can grant advances for periods not exceeding 20 years. There are limits to 
the amount of loan that can be granted to a single borrower. A minimum 
dividend guarantee is provided by the State government concerned. 

The National Industrial Development Corporation (N1DC) set up in 
1954, was ji fully State-owned institution with a paid-up capital of Rs. 10 
lakhs only. Its primary objective was not the financing, but the promotion, 
of new industries according to priorities laid down in the Five Year Plans. 
Additional finance for schemes entrusted to N1DC by the Planning Com- 
mission was to be made available by the government. 

State governments have also set up State Industrial Development 
Corporations on almost the same pattern as the N1 DC. These State Cor- 
porations are entrusted with the task of promoting industrial development 
schemes in the State by attracting new private enterprise through offer of 
easy loans, subscription to shares and other suitable means. 

The Industrial Credit and Investment Corporation of India ( ICICI > 
was brought into existence in 1955 as a collaborative venture of Indian and 
foreign banks and other institutions but was provided loan assistance by 
the Government of India. The World Bank (International Bank for Recons- 
truction and Development) also provided a credit line that could' go up 
to 10 million U.S. dollars. The ICICI grants loans to industrial concerns 
as well as buys their shares and debentures. It is also equipped to give tech- 
nical and managerial assistance and to arrange for foreign loans in cases 
where industrial concerns decide to go in for such loans. The Corporation 
was set on foot with a subscribed capital of Rs. 22 crorcs, with powers to 
augment its resources through borrowing. 

The system of financing of industrial development schemes was fur- 
ther strengthened when the Industrial Development Bank of India fIDBI) 
was set up in July 1964 as a wholly-owned subsidiary of the Reserve Bank 

9. The share capital varies from State to Slate, but is usually between Rs. 50 lakhs and 
Rs. 5 crores. 
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of India. It was converted into an independent institution in 1976. With 
more resources than any of the other industrial financing institutions, it has 
now become the premier term-lending institution for large-scale industries 
in India. It gives direct loans to industrial borrowers as well as re-finances 
loans granted by other institutions to such borrowers, thus taking over 
re-financing functions from the Rc-Finance Corporation for Industry, 
established earlier. Loans are granted also to exporters and export-financ- 
ing institutions. It is also authorised to subscribe to shares and debentures 
of IFCI, SFCs and other approved financial institutions, thus adding to 
their working funds. 

Another institution, designed to channellisc private savings into indus- 
trial investment, and named the Unit Trust of India, was established in 
February 1964 with capital (Rs. 50 croies in 1976) contributed by the 
ReseiVc Bank, important joint-stock banks of the country and other financial 
institutions. It sells ‘Units' in relatively small denominations and invests 
the funds c o acquired, along with its own initial capital, in industrial secu- 
rities. The holders of ‘Units’ receive a ‘dividend’ which depends on the 
profits (including capital gains) earned by the Trust. 

In 1 9HO-8 1 , the amounts of loans sanctioned by the above-mentioned 
financial institutions were. IFC, Rs. 212.75 crores; 10 ICICI, Rs. 591.99 
crorcs; 1DBL Rs. 1160.15 crores; and SFCs, Rs. 383.29 crores. In the 
same year the Unit Trust of India held nearly Rs. 430 crores in various 
forms of securities on behalf of unit-holders. The Life Insurance Corpora- 
tion of India as well as the General Insurance Corporation also invest a 
certain portion of their funds in industrial securities. Ordinarily such 
investment would amount to nearly Rs. 100 crorcs pci year. The vital 
importance of all these financial institutions in the capital market can be 
realised from the fact that in the year ending March 31, 1981 public subs- 
cription to companies issuing shares was only about Rs. 65 crores. Studies 
of company finance' m India invariably point to a rising trend in the ratio 
of debt to equity over the years. This ratio is somewhat higher for the 
bigger companies than for the smaller ones, which lends some justification 
to the view that the larger units under private ownership are being allowed 
to expand with soft loans from semi-public financial institutions. Normally 
the generation of internal funds and ploughing back of profits helps in 
financing no more than 30 per cent ot the cost ot expansion ot existing com- 
panies in the private sector. 


10. For year ending June 1981. 
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A History of India’s Foreign Trade 
and Trade Policies 


In the early days of the British East India Company, which virtually 
monopolised India’s foreign trade after ousting the rival Dutch, French, 
Danish and Portuguese traders, exports from India consisted largely of 
calico and spices while imports into India consisted very largely of bullion 
(gold and silver). The English traders could find scarcely anything !o sell 
in India because woollen goods, at that time the most important manufac- 
tured product in England, had little demand in India. It was no wonder 
that very soon a cry was raised in England condemning the East India Com- 
pany’s activities which resulted in the draining off of bullion from that 
country. Towards the end of the 1 7th century agitation in England led to 
the imposition of heavy import duties on India's calicoes and even to com- 
plete banning of imports of certain varieties. The end of the 18th century 
saw the coming of a ‘textile revolution* in England, enabling that country 
to produce finer cotton cloth at comparatively low prices, which comple- 
tely reversed the nature of India’s trade with England within a few years. 
By the middle of the 19th century, imports of cotton piecegoods represented 
about half the total imports of foreign merchandise into India. 1 At the same 
time that the Indian cotton handicrafts were being ruined by competition 
of British factory goods, raw cotton from India found its way to the British 
market, aided by the fact that Britain became eager to reduce her extreme 
dependence on, American sources of supply of cotton. The expansion of 
exports of raw cotton and other raw materials from India received further 
fillip from (a) the opening of the Indian countryside after the construction 
of railways, and ( b ) the shortening of the sea-route to England by about 
3,000 miles after the construction of the Suez canal (1869). 2 Apart from 


1. Jathar and Ben, Indian Economics , Vol. II (1941), p. 230, citing C otton, ILunlhook 
of Commercial Information for India , p. 95. 

2. The following figures give some idea of the expansion in India's foreign trade after 
1869: 


Period 

1864-65 to 1868-69 
1894-95 to 1898-99 
1924-25 to 1928-29 


Annual A verage 
Exports ( Rs . Cr.) 
55.86 
107. 53 
353.51 

158 


Annual A wage 
Imports (Rs. Cr.) 
31.70 
73.67 
251.02 
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cotton, other raw materials that entered India’s export trade included jute, 
oilseeds, hides and skin, foodstuffs like wheat and rice and beverages like 
tea. To stimulate exports most export duties hitherto prevailing were abo- 
lished in 1874. Internal barriers to trade such as transit duties had been 
already swept away during 1836-53. 

On the imports side manufactured articles of all sorts predominated. 
Initially these were from England, the original home of the modern indus- 
trial revolution, but subsequently the sources were diversified and Germany, 
the U.S.A. and Japan figured in our list of suppliers of manufactured goods. 
It is true that a cotton textiles industry came into existence in India as early 
as 1854, but it could not grow fast enough to supply all domestic needs. 
Free inflow of foreign manufactured imports was facilitated by the doctri- 
naire abolition of almost all import duties in 1882. 

The monopoly of the East India Company in I hold's foreign commerce 
was ended by the Charter Act of 1813. The requirement that all goods 
entering oi leaving India must use British shipping was removed in the 
second half of the nineteenth century. Although the field was then left open 
to other nations to enter into closer trading relations with India, British 
trading links were easily the most important throughout the period before 
1947. This is explained by the predominance of British managing agencies 
in Indian industries, the stranglehold ot British commercial and shipping 
interests and by the policy decisions taken, specially after 1932, to discri- 
minate in favour of Britain and against other trading partners. 3 

The growth of Indian exports since 1850 has not followed an even pace. 
There was an acceleration in the pace in the 1860s following the Civil War 
in the U.S.A. which brought about a diversion of Br»nsh cotton purchases 
from the U.S.A. to India. In the last quarter of the 19th century the pace of 
export growth was relatively slow. Droughts and famines in the Indian 
countryside, disturbances in the centres of trade (e.g. f the plague at 
Bombay in 1896), uncertainties about the external value of the Rupee after 
1873, 4 all these combined to check the pace of expansion. The first four- 
teen years of the twentieth ccnturv, however, saw a doubling of the value 
of Indian exports. Thanks to the completion of huge irrigation works in 
the Punjab and Sind, large agricultural surpluses became the order of the 
day. The stability in the external value of the Rupee removed the previously 
prevailing uncertainties. The emergence of newly industrulising countries 
like Germany and Japan added to the demand for Indian raw' materials. 
Whereas the quinquennial average ot exports from India was below' Rs. 

1 10 crorcs in the five years ending in 1898-99, it reached a figure of Rs. 224 
crores in the five years ending m 1913-14. 

On an average the growth ot imports was at a slightly tastei rate than 


3. See page 144. 

4. See pages 200 ff. 
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the growth of exports throughout the period between 1865 and 1914. While 
exports increased fourfold during this period, imports went up nearly five- 
fold. There was intense competition for the sale of manufactured goods 
in the Indian market between England and her industrial rivals like 
Germany and Japan. Towards the end of the nineteenth century both these 
countries established branches of their own national banks in India 5 and 
developed their national shipping services in the Indian ocean. The United 
States of America neglected for a long time the development of direct 
trading relations with India. It was only after the First World War that she 
entered the fray. 

The initial years of the First World War saw a setback in exports. 
Normal trade channels were disrupted, many of India’s trade partners in 
Europe were invaded or declared enemy countries, shipping became sub- 
jected to increasing risks leading to a rise in freights and insurance” costs, 
and Britain, the most important trading partner, had to alter her produc- 
tion pattern to suit the needs of the War. By 1916-17, however, the demand 
for Indian exports once again reached pre-war levels. Demands for jute 
bags increased to meet the needs of trench warfare; demand for hides 
and skins increased to turn out a larger number of boots for the soldiers. 
When the war ended, the value of exports was slightly above the pre-war 
level at currently prevailing prices. But reckoned in prices of 1913-14 
exports at the close of the War were nearly 33 per cent below the pre-war 
level. 

During the years of the First World War the quantum of Indian imports 
fell even more rapidly than that of exports. At the close of the War imports 
(at 1913-14 prices) were less than 40 per cent of the pre-war level. The fact 
that England, the most important source of manufactured imports for 
India, was engaged in a life-and-death struggle very largely explains the 
sharp falling off of imports into India. Germany, now an enemy country, 
could not be counted upon as a source of supplies. Japan filled in sonic of 
the gaps left by the withdrawal of England and Germany, but she was not 
in a position to supply more than a fraction of India’s import requirements. 

After the War the pent-up demand for manufactured goods together 
with restoration of normal transport channels and the rc-emergence of the 
former enemy countries brought about a sharp spurt in imports. Demand 
for exports, on the other hand, fell off immediately after the War ended. In 
the period 1920-23 the value of exports remained below the 1919-20 level, 
while imports, after rising sharply in 1920-21, gradually fell to more normal 
levels. After 1923 exports rose faster than imports for two or three years, 
but the pace of export expansion slackened appreciably after 1925-26. 
The demand for raw materials from India was reviving in Europe and else- 

5. The Deutsche Asiatische Bank by Germany and the Yokohama Specie Bank by 
Japan. 
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where but domestic problems such as high prices, labour unrest, want of 
railway facilities and uncertainty about the external value of the Rupee 
prevented faster expansion of exports. Important markets were, how- 
ever, lost because of war devastation in some of the Central European 
countries. Monsoons in India were not too good in the immediate post-war 
years and as a precautionary measure the Government of India adopted a 
policy of embargo on the export of foodstuffs after 1918-19. For all these 
reasons the grow th of Indian exports in the first post- World- War 1 decade was 
insignificant, the value of exports in 1928-29 being almost at the same 
level as in 1919-20 (about Rs. 340 crores). Coming on top of this stagna- 
tion in exports the world-wide depression in the prices of agricultural pro- 
ducts after 1929 hit Indian export producers (mainly, agriculturists) very 
hard indeed. Not until 1936-37 did the prices of India’s agiicultural exports 
recover sufficiently. But export values had resumed their upward trend a 
few years cailicr. viz., in 1933-34 6 Along with exports the value of imports 
also fell during the period of depression, but the rate of decline was not as 
great as ir »he case of exports. Imports fell both because of the sharp fall 
in the purchasing power of Indian consumers following the general decline 
in export prices and incomes and also because the home output of some 
manufactured imports (<\g.. textiles, sugar) had been growing faster after 
the grant of protection to a number of Indian industries during 1924-32. 7 

The process of recovery had not gone far when a sudden set-back to 
expansion occurred in the form of the American tiade "recession' of 1937. 
The prices of raw materials once again tended to fall leading to a sharp 
decline in the value of Indian exports in the years 1937-3Sand 1938-39. At this 
time the world was again on the verge of another Wo»ld War and commo- 
dity markets began to reflect the uncertainty and ncr\ ousness experienced 
by transactors in all countries. Although general war preparations opened 
up fresh avenues of demand for some of India's exportables, generally prices 
remained adverse to Indian exporters. At the same time the preoccupation 
of Japan with the China war led her to reduce her purchases of law cotton 
in the Indian market. The upshot of all this was that the value of Indian 
exports in 1938-39 was only half of that recorded in 1928-29, while 
imports stood at 62 per cent of the 1928-29 level. 8 

After the outbreak of the Second World War (September 1939) prices 
of Indian exports began to rise in European markets. The War created 

6. Trade figures for the period of the Great i)eprcssior are given below: 


Year 

Exports ( Rs . Cr.) 

Imports ( Rs . Cr.) 

1928-29 

339.15 

263.40 

J 929-30 

318.99 

249.71 

1910-31 

226.50 

173.06 

1931-32 

161.20 

130.04 

1932-33 

136.07 

135.02 

1933-34 

151.17 

117.30 


7. See pp. 91-92. 

8. The quantum of exports* however, increased. 
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additional demand for Indian raw materials. But owing to the difficulties 
of suddenly expanding domestic production and the shortage of shipping, 
the volume of Indian exports did not expand as fast as the demand situa- 
tion warranted. Trade with Germany and other countiies in the opposite 
camp, of course, ceased with the outbreak of the War. But this was more 
than made good by the additional trade with England and the countries in 
the British camp. As the War proceeded and particularly as the Japanese 
threat to India developed, the Government of India felt the need of conserv- 
ing the domestic supply of. certain kinds of exportables and a system of 
Export Trade Control was instituted. 

Imports also came to be affected adversely by the preoccupation of the 
European manufacturing countries with war production. The necessity of 
conserving shipping space led to the restriction of imports and some 6X 
articles of import were subjected to Import Control orders in May 1940. 
Indian manufactured goods began to be exported in larger amounts to 
her neighbouring countries in Asia as the inflow of European manufactures 
into these countries dwindled as a consequence of the War. 

As India's trade with Europe declined, the necessity was felt for dew- 
loping alternative markets for Indian exports and alternative souiccs of 
supply for essential manufactured goods. The Gregory-Meek Mission 9 
was sent to the United States in July 1940 to explore possibilities of Indo- 
American trade. However, as America was more than self-sufficient m 
some of the products (<\?., cotton) which India was in a position to supply 
her and as many of the Latin American countries were alrcadv supplying the 
American market, Indian exports were found to have little demand there. The 
only major products which might receive larger orders from the American 
market were manganese, mica and rubber. Accordingly the Mission's report 
came to the conclusion that the American market could be explored in India’s 
favoui only if suitable consumer products were developed and marketed 
there. Since this would call tor a good deal ol watchfulness and marketing 
initiative, the report stressed the need of exploring markets in other parts 
of the globe (V.g., other countries of Asia and Africa). 

To deal with the problenw created for Indian exports by the sudden 
outbreak of the War, the Government of India set up in May 1940 an 
Export Advisory Council of 22 members representing various commercial and 
industrial interests. The Commerce Member of the Vicetoy's Executive 
Council was the Chairman of this Council. The business of the Council 
included the exploration of alternative markets for Indian experts, with 
particular emphasis on the expansion of manufactured exports. 

As the Second World War came to an end, the demand for imports 
which could not so long be satisfied due to the war-time shortages and 

9. The Mission consisted of Dr. T.E. Gregory and Sir David Meek, both belonging to 
the Government of India. 
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restrictions began to assert itself. Exports also began to recovei as some of the 
disrupted trading links came to be restored. Immediately before the Inde- 
pendence (and partition) of the country, in 1946-47, exports of merchan- 
dise stood at slightly above Rs. 320 crores while imports were recorded at 
Rs. 330 crores. Including net imports of gold and silver, total imports would 
be put at a higher figure, viz., Rs. 361 crores. This. adverse balance of visible 
trade, attributable to temporary post-war factors, became a conspicuous 
feature of the Indian economy aftei the partition. 

The partition of the country reduced the capacity of the Indian Union 
to export articles like raw cotton, raw jule, hides and skins. It became 
necessary for India to import these articles in order to meet the raw material 
requirements of Indian industries. The country's dependence on food 
imports also increased as a result of partition. 

jSince the third decade of the nineteenth century India's exports have 
consisted .primal ily of foodstuffs and raw materials. It is true that as 
industiial development gathered momentum in India, some manufactured 
article, 'j* a Lilly jute textile, began to figure in the list of exports. Even 
before the First World War the percentage of manufactured exports in total 
exports was giaduallv increasing. During that War exports of raw 
materials to Europe declined and opport unity uiose foi selling manufac- 
tured exports in Asian and African markets due to the temporary with- 
drawal of European countries from these markets. As a result the percen- 
tage ot manufactured exports to total exports rose trom 22.4 per cent in 
1913-14 to 36.6 per cent in 19IS-I9. 10 This relative expansion in manu- 
factured exports could not, howevei. be maintained alter the War when 
industrially advanced European countries returned to the world markets. 
Countries like Japan, the U.S.A. and Canada u r <hsed the opportunity 
created by the War to capture a larger share of the woild market for manu- 
factures. India reaped little permanent advantage, because her industrial 
base was too narrow and industrial productivity remained at an extremely 


low level. 

-With the grant of discriminating protection to Indian industries in 
1924-25, domestic production of industrial good* increased, leading to 
certain significant changes in the composition ot India s external trade. The 
Indian Fiscal Commission of 1949-50 estimated that India s export trade 
changed its composition between 1920 and 1940 as foll ows . 


Nature of Commodities exported 


Food, drink and tobacco 
Raw materials 
Manufactured articles 


Five-yearlv average percentages 


1920-25 


24.0 

50.2 

24.8 


1935-40 


21.8 

46.7 

30.0 


10, Jathar and Bcri, Indian Economics , Vol. II (1941), p. 235. 
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On the imports side the changes were more marked, since in the eaily 
stages of industrialisation it is generally easier to manufacture substitutes 
for manufactured imports at home than to sell fabricated exports abroad. 
The estimates of the Fiscal Commission relating to changes in the compo- 
sition of Indian imports during the same period are given below: 



Five 

- yearly average percentages 

Nature of commodities imported 

1920-25 

1935-40 

Food, drink and tobacco 

14.1 

14.0 

Raw materials 

7.4 

19.8 

Manufactured articles 

76.7 

64.4 


Dividing ‘manufactured articles’ into two groups, consumer goods 'and 
capital goods, the Fiscal Commission could bring out the fact that imports 
of manufactured consumer goods had declined from 54 per cent of total 
imports in 1925-26 to as little as 33 per cent in 1938-39. Imports of manu- 
factured capital goods, however, increased during the same period from 23.2 
to 25.9 per cent of total imports. Thc>e figures suggest that immediately 
prior to the Second World War, the share of manufactured goods in total 
imports had fallen to about 60 per cent of total imports. 

The Second World W 7 ar brought to India once again an opportunity of 
expanding industrial production and, in fact, the index of production of 
large-scale industries rose fromJ()2.7 in 1939 to 120.0 in 1945. As already 
stated, the inflow of foreign goods into the country was hampered by 
factors arising out of the War and Indian factories were increasingly called 
upon to meet requirements of manufactured goods both within the country 
and abroad. The effect of the Second World War on the pattern of external 
trade will be seen in the following figures. 11 


Commodity group Share in total exports Share in total imports 



1938-39 

1946-47 

1938-39 

1946-47 

Food, drink and tobacco 

24.0 

19.5 

15.8 

33.8 

Raw materials 

45.0 

31.0 

21.0 

19.9 

Manufactured articles 

29.3 

48.0 

60.9 

44.4 


The partition brought about considerable changes in the composition of 
external trade for the Indian Union. The raw-material producing parts of 
undivided India having been mostly included in Pakistan, the Indian 


11. Planning Commission, First Five-Year Plan, p. 454. 
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Union faced a deficit in raw materials and foodstuffs and had to obtain 
them by import. The proportion of manufactured exports went up not 
because of any sharp increase in the foreign sales of manufactured goods, 
but because the exports of raw materials fell off sharply. The following 
figures give us the composition of India’s exports and imports in 1948-49, 
the first full year after the partition: 


Commodity group 

Share of total exports 

Share of total imports 


m 1948-49 

in 1948-49 

Food, drink and tobacco 

21.0 

24.3 

Raw materials 

23.5 

30.7 

Manufactured articles 

55.1 

44.3 


Jn 1938-39 jute manufactures, cotton manufactures and tea accounted for 
about 35 per cent of India's total exports. Raw materials (cotton, jute, 
hides and skms, oilseeds, etc.) constituted about 40 per cent of exports. Ten 
years later, m 1948-49, the share of the former group rose to over 56 per 
cent, while that of the latter group fell below 15 per cent. This brings out 
very clearly the almost drastic change in the nature of India’s (/.*., the 
Indian Union’s) principal export> following the partition. Corresponding 
changes were noticeable on the imports side. 12,13 

1?. Planning Commission, (> p . c it . p. 455. 

13. Figures for India’s principal export and import commodities for 1938-39 and 
1950 51 are gi\en below {in crores of Rs.): 


Exports 

ms 3 s> 

mo-si 

Codon, raw and waste 

24.67 

4.94 

Jute, raw 

13.40 


Hides and skins, raw 

3.S5 

34.91 

Leather 

5.28 


Jute manufactures 

26.26 

108.30 

Cotton manufactures 

7.12 

118.00 

Tea 

23.29 

79.87 

Toial {including other items) 

162.79 

596.79 

Imports 

MS-39 

1950-51 

Cotton and cotton goods 

22.66 

104.12 vuf which raw 

Grains, pulses and flour 

13.76 

80.76 cotton 100.77) 

Machinery and mill-work 

19.05 

96.97 

Metals and ores 

10.87 

47.05 

Oils 

15.62 

41.48 

Total {including other items) 

152.62 

623.36 


Source: for 1938-39. Review of the Trade of India (1939-40); 

for 1950-51, Accounts Relating to the Foreign Trade and Navigation of India. 
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The share of the United Kingdom in India’s foreign trade has changed 
remarkably over the years as competitors like Germany, the U.S.A. and 
Japan built up commercial ties with India. At the dose of the nineteenth 
century the United Kingdom supplied about 69 per cent of Indian imports.* 
By 1913-14 inroads into the Indian market had been made by the late- 
comers in industrial development. As the U.K. s share lell to 64.1 per cent, 
Germany increased her share from 2.4 to 6.9 per cent, the U.S.A. from 
1.7 to 2.6 per cent and Japan from only 0.6 per cent to an equal share with 
the U.S.A. The export trade of India has always been more diversified 
than the import trade: the share of the U.K. was only 29 per cent of total 
exports in the early years of the twentieth century. By 1914 this share was 
further reduced to 24 per cent. Continental European countries which 
took about 25 per cent of Indian exports raised their share during the same 
time to 29 per cent. The share of the Far Eastern countries fell from 24 to 
17 per cent owing to the loss of trade in opium and cotton and silk yam. 
The United States raised her share from 7 to 9 per cent, while the rest of the 
world absorbed in 1914 about 21 per cent of Indian exports as compared 
with only 15 per cent fifteen years earlier. Individually Germany and Japan 
both came into closer relationship with India as customers of Indian exports. 
Simultaneously the Chinese market for Indian exports shrank in size. 

During the First World War the U.K., owing to her preoccupation 
with the War, lost furthei in the Indian maiket, her share in Indian imports 
in 1918-19 being as small as 45.5 percent. On the exports side, however, 
more goods were diverted to the British market in order to meet war-time 
requirements; the share of the 'U.K. in 1918-19 rose to above 29 per cent. 
The gap left by the decline of the U.K.'s share in Indian imports was filled 
up by Japan and the United States. These countries also emerged as 
important buyers of Indian exports as Germany and several other countries 
of continental Europe dropped out. The net result of the War was thus to 
restrict the geographical coverage of the market for Indian exports. As 
competition for Indian export products declined to some extent, prices 
received abroad for such products also became relatively unfavourable. 
The terms of international trade moved against India. 

After the First World War the U.K.’s share in Indian imports recovered 
for a short while. But that country’s domestic troubles, the increasing 
competition from Germany and Japan and the ’boycott’ movement against 
British goods organised by political leaders in India, a'l these began to 
undermine the position of the U.K. as a supplier of Indian imports. In 
1931-32 the share of the U.K. in Indian imports fell to 35.5 per cent. The 
Ottawa Agreement of 1932 which came into effect on 1st January, 1933 
provided for preferential tariff treatment fot British goods in the Indian 


14. Jathar and Bcri, op. cit., p. 245. 
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market on a leciprocal basis. For several years after this Agreement, the 
U.K.'s share in Indian imports improved, rising to 41.7 per cent in 1933-34. 
But immediately before the Second World War her position had once again 
slided back, her share in total imports into India being only 30.5 per cent in 
1938-39. Germany and Japan were both quite aggressive as sellers in the 
Indian market after the First World War; the former’s share in imports 
lose to 8.5 per cent in 1938-39. 

In lespect ol exports from India the post-war years saw a drifting away 
of sales irom the U.K. towards the continental countries of Europe. The 
U.K.'s share in exports fell from a war-time average of 31.1 per cent to the 
post-war average of 24.2 per cent. 15 One effect of the Ottawa Agreement, 
however, was to diveit Indian exports towards the U.K. and other coun- 
tries of the British Empire. The U.K.'s share in Indian exports rose to 34.3 
per ce^t in 1938-39. Japan also advanced her position as a purchaser of 
Indian exports, her share rising to 15.7 per cent in 1934-35. The share of 
the U.S.A. in Indian exports rose to about 12 per cent of the total in 1939-40. 

The effect of the Second World War was tu cause an eclipse of Germany 
and Japan in the Indian market and to bring up the United States as one of 
the major partners in India's external trade. Dividing the trading countries 
into four currency groups, the f irst five- Year Plan estimated the shares of 
these groups m 1938-39 and 1948-49 as follows*. 16 



1938-39 

1948-49 


Exports Imports 

Exports 

Imports 

Sterling Area (excluding Pakistan) 

53 58 

48 

47 

Other Soft and Medium Currency 
countries 

18 15 

20 

25 

Dollar Area 

12 7 

28 

24 

Other Hard Currency countries 
(including Germany and Japan) 

17 20 

4 

4 


Within the Hollar Area the United States was responsible for supplying 
to India much larger amounts ot mineral oiK. metals, vehicles and machi- 
nery as compared with the pie- war years. In return, she absoibed larger 
amounts of Indian tea. spices, cashew nuis. manganese ore and jute manu- 
factures. India's growing food deficit alter tire partition came to be met very 
largely from the food surplus available in the United States. In 1949-50 
the relative shares of the U.K. and the U.S.A. in Indian foreign trade were 


15, Jathar and Beri, Yol. II, p. 259. 

lt>. Planning Commission, lint five Year Plan , p. 456. 
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32 and 17 per cent respectively in respect of imports and 25 and 15 per cent 
in respect of exports. 

With the partition of India on the 14th August, 1947, the two parts, 
of the sub-continent constituting the Indian Union and Pakistan began 
to export to each other goods which had so long figured as items of internal 
trade. During the period January-December 1950, India’s receipts from 
Pakistan on merchandise account amounted to Rs. 31 crores and her pay- 
ments on the same account were Rs. 33 crorcs. 17 Exports to Pakistan 
represented about 5.3 per cent of India’s total exports and imports from 
Pakistan amounted to 6 per cent of India's total imports. Trade between 
India and Pakistan was greatly hampered by political differences, exchange 
rate instability and restrictions imposed by each country on the other's 
expons. 18 


Pattern of Foreign Trade Since 1951 

Since 1950-51 the Indian Union has been in deficit on its commodity trade 
balance almost every year, despite the imposition of severe restrictions on 
non-essential imports and the adoption of several special measures for the 
promotion of exports. The import surplus has, however, served the twin 
purpose of meeting food shortages at home during the early years of planned 
development as well as providing essential raw materials and equipment 
for industrial development. The trade deficit has had to be made up by 
drawing on foreign exchange reserves and by borrowing from foreign 
governments and international institutions. 

In 1950-51 nearly 40 per cent of India’s total imports consisted of manu- 
factured goods. Of this almost 66 per cent consisted of machinery and 
equipments. Imported fuel accounted for 8.5 per cent of total imports and 
imports of base metals were almost of the same value. Imports of cereals 
and cotton were valued at 27 per cent of total imports. 

By 1979-80 liquid fuel and its derivatives had come to occupy a position 
of grgat importance in the list of imports, accounting by itself for almost 37 
per cent of the total value of imports. Manufactured items accounted for 
about 54 per cent of total imports, but machinery and equipment formed 
only about 30 per cent of all manufactured imports. Imports of chemical 
fertilizers and manufactured iron and steel were on the increase, while 
imports of agricultural raw produce had declined ii. importance. 

On the exports side India became dependent primarily on three export 
commodities, viz., tea, manufactured jute products and cotton piece-goods, 
having lost her traditional exportable surplus in raw jute and cotton as a 


17. Reserve Bank of India, Report on Currency and Finance , 1951 52. 

18. For an account of government policy relating to import and export duties, sec 
Chapter 16. 
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consequence of the partition. In 1950-51 the share of tea, jute goods and 
cotton piecegoods was almost 55 per cent of total exports. The share of 
other manufactured goods was no more than 15 per cent. The remaining 
export items were either raw (or semi-processed) primary produce or 
minerals. 

At the end of the 1970s, in 1979-80, the share of tea, jute manufac- 
tures and cotton piecegoods had declined to only about 15 per cent. The 
share of other manufactured good?, had risen to over 45 per cent. Exports 
of engineering goods exceeded in value the exports of cotton and jute 
manufactures combined. Exports of minerals and mineral fuels and lubri- 
cants showed some increase as a proportion of total exports. 

In comparison with the rise in the value of the net national product, 
the value of exports had increased at a somewhat more rapid pace, specially 
after 1 §60-61. While exports constituted about 5 per cent of the net national 
product in 1960-61, their share in the N.N.P. rose to about 6.5 per cent 
in 1979-80. 

Between i 950-5 l and 1979-80 far-reaching changes had occurred in 
the direction of India's foreign trade. In 1950-51 the United Kingdom 
absorbed 23.3 per cent of Indian commodity exports and supplied 20.8 per 
cent of Indian imports. In 1979- SO these shares had declined to 7.8 and 
8.3 per cent respectively. The United States of America purchased 19.3 
and 12.5 per cent of Indian exports in these two years, while her share in 
Indian imports was 18.3 and 11.2 per cent respectively. The Soviet Union's 
share in our foreign trade, both exports and imports, was negligible in 
1950-51. In 1979-80 she absorbed 9.9 per cent of Indian exports and 
provided 9.1 per cent of the country's impoits. A few ether countries with 
whom India's export trade has expanded since 1951 are. Australia. Egypt, 
France, West Germany. Indonesia, Italy, Netherlands, Sri Lanka and Japan. 
On the imports tide, the countries that occupy a prominent position (after 
U.S.A., U.S.S.R. and U.K.) are: Japan, Canada, France, West Germany 
and the Middle-Eastern oil exporting countries like Iraq. Iran, Saudi 
Arabia. Kuwait and the United Arab Republic. In 1979-80 India ran an 
adverse balance of trade with a majority of her trade partners, but she had 
a surplus in her dealings with Japan, Bangladesh, Sri Lanka, Malaysia, 
Czechoslovakia and a few other countries. 

Between 1960-61 and 1979-80 the si/e of India's trade deficit widened 
from Rs. 480 crores (3.6 per cent of to Rs. 2563 crores (2.6 per 

cent of N.N.P.). It is clear that the trade deficit, though larger in Rupee 
terms, was less burdensome in 1979-80 than in 1960-61. During the 
decade of the 1970s exports from India increased (in value terms) at a rate 
of over 17 per cent per year, while imports increased at slightly over 20 per 
cent per year. As a consequence this decade witnessed a marked growth in 
the size of the trade deficit, not only in absolute terms, but also when con- 
sidered in relation to the growth ot the net national product. 



15 


Modernisation of Transport and 
Communications 


In the early pari of the nineteenth century India was very undeveloped 
in respect of road communications. The few trunk roads constructed 
under the Muslim administration of the country were falling into disrepair. 
Villages had traditionally remained isolated and few links of communication 
were there to connect them with one another. As VV.P. Andrew has 
remarked, “when England became the dominant power in India, probably 
there never was a country with a people so rich and intelligent in which 
roads were so few and travel so difficult. “ l 

A number of early roads constructed for the movement of British troops 
during periods of war were also allowed to fall into disuse when the tem- 
porary need was over. In fact, road construction for the purpose of ordinary 
communications and the facility of commerce did not receive much attention 
from the Company oiTicials until 1836 when an improvement in postal 
communication was planned. As an initial measure in this direction a 
scheme for a Caleutta-Delhi road link was taken up at an estimated cost of 
£1.5 million. Calcutta and' Bombay were connected by road in 1842. The 
road link between Bombay and Agra was completed at about the same time. 
These roads were planned as general social improvement measures or for 
strategic reasons. The idea that roads could play a vital part in exploring 
the country’s interior for commercial purposes came into prominence some- 
what later. 

Village and local roads were generally the responsibility of the landlord 
in zamindari areas and of the ryots in temporarily settled areas. Regula- 
tions VII of 1822 and IX of 1833 provided for a ccs>> of 1 on all temporarily 
^ settled estates in order to form a Road F und. In some aixas ryots had to 
contribute their personal labour for the construction and repair of local 
roads. A proposal by the Government of Bengal to earmark the proceeds 
of Town duties for road building was thrown out by the Central Govern- 
ment. Shortage of funds thus prevented a rapid extension of the network 
of roads in the early years of British rule. Organisational defects also 
stood in the way. In Bengal the ultimate responsibility for road construc- 

1 Andrew, W.P., Indian Roadways , a; quoted in Banerjee, T.S., Internal Market of 
India , 1S34-1900. 
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tion rested on the Military Board at Fort William. It had a number of 
other responsibilities in respect of army operations and could not pay 
sufficient attention to civilian road-building. In Bombay a Road and Tank 
Department was set up in 1835 to supervise all works relating to road cons- 
truction, but its efficiency was so poor that very soon the responsibility had 
to be transferred to the Military Engineering Establishment. Madras 
had a Public Works Department working under the Board of Revenue. 
But the heterogeneous nature of the Board’s duties prevented the members 
of the Board from paying more than a very casual attention to the problem 
of road construction. In 1846 roads were taken out of the Board of 
Revenue’s charge and placed under a separate department headed by the 
Superintendent of Roads. But even this arrangement did not produce the 
desired results. 

During Lord Dalhousie’s tenure as the Governor-General of Indid 
Public Works Commissions, responsible for designing suitable plans for 
Civil Works, were instituted in all the three Presidencies. The Bengal and 
Madras Ct remissions, reporting in 1851 and 1852 respectively, suggested 
important organisational reforms. Acting on these suggestions and taking a 
cue from Captain Napier's experiments with Civil Works organisation in 
the newly annexed province of Punjab, Lord Dalhousie decided in 1854-55 
to abolish the Military Boards and to set rp Public Works Departments in 
the three Presidencies 

One of the several re terms tending to break down the barrier between 
local communities in dilfcrent parts of India was the abolition of the Transit 
and Town duties. These duties, which were collected through the help of 
numerous internal custom? check-posts, not only crofted enormous obsta- 
cles to the free movement of goods, but were a sourc of much confusion 
and corruption. Known as sair. they were one of the two important taxes 
under the Mughal system of revenue administration, the other being land 
revenue. Transit duties were levied at the check-posts on goods being moved 
from one part of the country to another, while Town duties were levied on 
many types of articles at the time of their entry into towns. The system 
often imposed a considerable burden, particularly when both raw materials 
and finished products had to pay duties at a fairly heavy rate. The rates 
were enhanced and the Collection system was made more stringent atter the 
Cast India Company took over the revenue administration ol Bengal in 
1765. In 1773 the duty was fixed at ti. uniform rate ot 2\ per cent on 
all articles except salt, tobacco and bctclnuts which were taxed under a 
different system. Under the administration ot Lord Cornwallis the levy of 
internal customs was to a considerable extent abandoned. But customs 
houses were re-established in 1 HO I and the rates of duty enhanced to 34 
per cent. The internal customs system ol the Bengal Presidency was reviewed 
by a Committee in 1808. On its recommendations Regulation IX ot 1810 
was adopted with the avow r cd purpose of consolidating the existing transit 
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duties. The new system, however, brought about “a frightful augmentation’" 
of the burden of taxation and was responsible for a good deal of confusion 
regarding methods of collection. 

The Town duties were less harmful than the Transit duties but since 
they were levied only in particular towns and not in others, they were dis- 
criminating in their incidence. They were also expensive to collect. 
Although only a small number of articles had to pay these duties, all articles 
entering and leaving the towns had to be scrutinised and for this a host of 
petty officials had to be employed. Even worse was the system, sometimes 
adopted, of farming out the Town duties to the highest bidder. Trade in 
many a town was disrupted as these revenue farmers attempted to exact 
the highest possible amount out of the trading community. 

The system of inland duties in vogue at the time required every trader 
to maintain an elaborate organisation simply to cope with the customs, for- 
malities. This naturally put small traders at a disadvantage in comparison 
with the bigger and more resourceful merchants. Very often there was 
delay in completing customs formalities which involved the merchants in 
considerable losses. The officers in charge of customs outposts were apt to 
exercise their powers arbitrarily, thus adding to the harassment of the 
trading community. At the same time, a large amount of smuggled goods 
evaded taxation, the officers being won over by bribery. The revenues 
accruing to the State fell much short of expectation. 

Although the evils of the system of internal customs were many, the 
Directors of the East India Company were not initially prepared to give 
up this source of taxation altogether but tried to bring about suitable 
reforms in the system. Some officials realised, however, that a system imped- 
ing the free movement cf goods in the country could not last for long in an 
age ot growing internal and international commerce. When Lord William 
Bentinck was the Governor-General of India, he appointed an official, 
Charles Trevelyan, to prepare a report on the working of the Transit and 
Town duties in Bengal. Trevelyan’s famous “Report on Inland Customs 
and Town Duties in the Bengal Piesidcncy,” submitted in 1834, clearly 
brought out the evils of the system and played a very important part in the 
gradual abolition of these duties. The publication of the Report led to an 
outburst against the system which the Directors of the Company could not 
ignore. 

Lord Bentinck also set up in 1834 a Commission of Civil Servants to 
examine and report on the Customs and Post Office system in India. In 
their first report, submitted in January 1836, the Commission agreed with 
Trevelyan’s finding that internal duties were a great impediment to econo- 
mic progress. They urged the abolition of the Transit and Town duties as 
early as possible. The Board of Customs, however, pleaded for the reform 
of the duties instead of their total abolition. 

The death-knell of the system was sounded when Mr. Ross, Lieutenant- 
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Governor of Agra, took the initiative in abolishing a number of customs 
houses in that part of the country. The Court of Directors roundly con- 
demned this action, but Ross defended his action on the ground that many of 
these customs establishments were costing the government more than the 
revenue which was collected through them. The initiative shown by Ross 
was followed by other officials whenever they felt that the revenue of the 
Company would not be very adversely affected in consequence of the reduc- 
tion in the number of customs outposts. Faced with this action on the par 
of the officials, in Agra and elsewhere, the Governor of Bengal, Lora 
Auckland, decided to discontinue the system of inland customs in Bengal 
with effect from the 1st April, 1836. With the abolition of the Transit duties 
the Town duties also appeared indefensible; in many towns merchants 
began to register their protest against the continuance of the Town duties. 
On April 20, 1836, the Government of Bengal, by a notification, abolished 
the system of Town duties, the order taking cfTect from 1st May, 1836. The 
orders were later given final shape through Act X^V of 1836 adopted by 
the Gove u^r-General in Council on the 30th May, 1836. 

The burden of interna) transit duties was comparatively light in Western 
India, although tolls used to be levied there also by almost every local autho- 
rity. In Madras, in addition to the transit duty, a general duty ot 5 per cent 
was levied on almost e\ery important article of commerce. As this system 
depended for its operation on the services of a large number of petty offi- 
cials, and gave rise to many public complaints, the Government of Madras 
decided in 1821 to rent out the right of collecting the^e duties. This reduced 
the cost of collection and led to an improvement in public revenues, but it 
is quite likely that under the new svs'em the trading community was 
required to pay much more than what the Governmei t treasury received. 
After 1836 when inland customs duties were being abolished in Eastern 
India it became necessary to enquire whether these could also be done 
away with in Madras and Bombay without undue sacrifice of revenue. So 
far as Bombay Presidency was concerned, the loss due to the abolition of 
transit duties could by made good by enhancing the level of taxation on 
maritime commerce. But the yield from inland customs in Madras was 
considerable and the loss involved in abolishing them could hardly be 
made good. Nevertheless, there was a powerful body of opinion which 
believed that the immediate loss of revenue could be compensated in course 
of time by the growth of trade which w,. being grievously shackled by the 

duties on domestic movement of goods. 

Act f of 1838 abolished the Transit duties in Bomba> Presidency, bu 
left the Town duties unchanged. After a good deal of procure brought to 
bear on the gos eminent by the trading community, the Town dunes were 
completely abandoned in 1844. In the >ame vear the liansit an 
duties of Madras Presidency were also abolished by Act No. VI ot 1 844. Thus 
began the process of fusion ol markets which had so long been kept art? 
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ficially aloof from one another and this paved the way for the capitalist 
expansion in the second half of the nineteenth century. 

A History of Indian Railways 

The first proposals for the construction of railways in India were made 
as early as 1832, only seven years after the opening of the first passenger- 
carrying railway line in England. During 1844-45 surveys were being 
carried out for the construction of railway lines in Eastern and South- 
western India. But it was not until August 1849 that the lirst contract was 
entered into between the East India Company and the Great Indian Penin- 
sula Railway Company for an experimental railway line of 25 miles which 
was intended ultimately to connect Bombay port with the cotton-growing 
tracts of Berar and the country further east. The ceremony of first turning 
the sod of this railway line was performed on the last dav of October 'i859. 
On the 18th November, 1852, the first railway passenger train of India 
left Bombay for Thand — a distance of 21 miles. This section of the railway 
was officially opened to traffic on the 16th April, 1 853.- 

Another contract, also entered into in 1849, had been made with the 
East Indian Railway Company for the construction of an experimental line 
from Calcutta which would ultimately run up to Rajmahal on the Ganges, 
about 2C0 miles north ol Calcutta, with a branch going to the coalfields of 
Raniganj. The first segment of this line, from Howrah to Panduah, a 
distance of 38 miles, was opened to the public in July 1854. The official 
opening of the entire railway line from Howrah to Raniganj, a distance of 
about 120 miles, took place on the 3rd February, 1855. 

The Madras Railway Company entered into its first contract in 1852. 
The Bombay Baroda and Central India Railway Company was also orga- 
nised in the same year. Three years later, in 1855, the Sind Railway Com- 
pany entered into a contract with the East India Company to construct a 
railway line from Karachi to the northern provinces. Altogether 12 railway 
companies entered the field between 1844 and 1860. 

There were a number of reasons why the East India Company accepted 
the schemes of the railway companies that began 1 3 be floated by English 
merchants in the 1840s. Commercial considerations played an important 
part, specially the submission by the cotton traders and manufacturers 
in England who pointed out that transportation of cotton by cart over long 
distances was responsible for dirt getting mixed with the cot f on. The 
Lancashire mills wanted good, clean cotton for their use and only railway 
transport could meet this need. The railways were also expected to open 
up the vast internal market of India to the British sellers of manufactured 
goods. Most of the early sponsors of railways »n India believed that Indian 


2. Lee- Warner, W\, Lije of lj>rd Dulhousie , Vo!. IT, 1*X)4. 
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passengers would not take very kindly to the railroad. The railways were 
designed primarily for the carriage of goods. But the railways, it was 
realised, would facilitate the movement of troops and military stores as well. 
This important strategic consideration figured prominently in the des- 
patches of both Lord Hardinge (1846) and his successor, Lord Dalhousie 
(1850, 1853). The views of these two Governors-General and the conti- 
nuous pressure from such enthusiastic sponsors of railway companies as 
R.M. Stephenson of the East Indian Railway and John Chapman of the 
Great Indian Peninsula Railway ultimately led the Directors of the East 
India Company to agree to the proposals of the railway companies. The 
terms of agreement, in fact, permitted the companies to go ahead with rail- 
way construction with a guarantee of interest on their capital provided by 
the East India Company so that little risk was involved to the companies’ 
shareholders in spite of the necessarily speculative character of this vast 
undertaking. 3 

By March 1856, when Lord Dalhousie left India.^ there were nearly 150 
miles of ra I* ays open to traffic and another 150 miles under construction. 

It was the famous Minute of this Governor-General, despatched to the 
Court of Directors of the East India Company on 4th July, 1850, which 
ended the early hesitancy of the Company’s Directors regarding the suita- 
bility of railways for India and cleared the way for future progress. 4 

The construction of railways was entrusted to private companies pri- 
marily on Lord Dalhousie’s suggestion. He was aware of the limitations 
of Government agencies and suspicious of the tendency of officials to 
extravagance. But he did not at the same time want the companies to remain 
entirely outside Government control. In his Miru f e he wrote to the 
following effect on the subject of Government control over the railway 
companies: 

"I trust that the East India Company will ever avoid the error of viewing 
railways merely as private undertakings, and will regard them as national 
works over which the Government may justly exercise, and is called upon 
to exercise, a stringent and salutary control. This control should not bw an 
arbitrary right of interference, but a regulated authority, declared and 
defined by law, which is not to be needlessly or vexatiously excited; but 
Much, in my humble judgement, is necessary at once for the interests of the 
State and the protection of the public.” 5 

3. For an interesting account of the negotiations leading to the final agreements with 
the railway companies, see Thomer, D., Investment in Empire (Philadelphia, 1950). 

4. In his Minute Lord Dalhousie wrote: “Not only i< it practicable to construct 
railways as engineering works, but that such railways, when constructed, will, as com- 
mercial undertakings, afford a fair remunerative return on the money expended, so that the 
public may thereby be encouraged to invest their capital in similar works in other parts 
of India.” (Quoted in Loe-Wamcr, op . cit., p. 199.) 

5. Quoted in ibid., pp. 200-201. 
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In a second Minute on Railway construction, despatched in April 
1853, Lord Dalhousie laid down certain general principles for railway 
development in India and also dwelt at some length on the advantages to 
be derived from the railways. He favoured the creation of a number of 
trunk routes linking up the principal port in each Presidency with its hinter- 
land and connecting the different Presidencies with one another. Among 
the advantages to be derived he mentioned both the facilities to trade and 
commerce and the military advantage of a quick movement of troops from 
one area to another. This last advantage was reaped in abundant measure 
during the days of the Sepoy Mutiny in 1857-58. 

The early contracts with the railway companies generally embodied 
the following features. First, the Government of India undertook to make 
land for railway construction available to the railway companies, under a 
ninety-nine-year lease, free of cost. Secondly, the companies were, given 
a guarantee of interest on the capital which they invested, ranging between 

and 5 per cent per annum, as well as a guarantee against exchange 
losses, one rupee being always exchangeable for the companies at Is. 10 d. 
Thirdly, it was stipulated that sums of money which the Government had 
paid out by way of fulfilling their guarantee relating to interest could be 
recovered by utilising the companies’ surplus earnings in a subsequent year, 
but not more than 50 per cent of such surplus was to be utilised for this 
purpose. The . remainder of the surplus belonged to the companies’ share- 
holders. If no payment was due to the East India Company the entire 
surplus was to go to the railways’ net earnings, limited to 10 per cent of the 
paid-up capital. Fourthly, the Government retained the option to buy up 
the lines from the companies after an interval of 25 or 50 years (but not 
during the period in-between). The prices to be paid to the companies were 
to be calculated on the basis of the value of the assets then prevailing. The 
railway companies were, however, free to make over their assets to the 
Government at any time by giving six months’ notice. In case neither the 
Government of India nor the railways took any action in the meanwhile, 
the railways would automatically become the Government's property on 
the expiry of 99 years. No compensation would then be due for the line 
and buildings; only the rolling stock and equipments, if any, would have 
to be paid for. Lastly, certain general powers of supervision and control 
were to be exercised by the Government over the companies, but the com- 
panies retained full powers regarding their choice of staff. The phase of 
railway construction under the terms of contract just described endured 
for a period of about 25 years (1844 -69) and is known in Indian economic 
history as the ‘Old Guarantee System’ of railway construction. 

The Old Guarantee system was criticised as both unnecessary and waste- 
ful. It was unnecessary in the sense that capital for the construction of 
railways would have been provided by British railway companies even 
without the special guarantee of the Government of India. It was wasteful 
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because the railway companies invested more capital in railway construction 
than was economically justified, being led to do so by the guarantee so 
generously provided by the Government. In operating the railway lines as 
well the Companies were under no inducement to curtail expenses. They 
had been assured that losses, if any, would be borne by the Government 
of India. The cost of i ail way construction per mile, which Lord Dalhousie 
originally estimated at £8,0(X), was actually nearei £18,000. This was much 
greater than the cost at which railways were constructed in England, 
Australia or Canada. The guaranteed interest on railways rose to nearly 
£3.9 million in 1868 69. ft 

In his Minutes of 1867 and 1869 the Viceroy and Governor-General, 
Lord Lawrence, suggested to the Secretary of State for India a system of 
direct government construction of railways. The Government of India, he 
urged, was financially in a >ound posiiion to be able raise capital in the 
Britisli market and undertake the construction of railways under its own 
supervision. He denounced the existing system under which the Govern- 
ment of Inc.., did not benefit at all from railway edrnings, but was called 
upon to bear the iiKse^. It was much more desirable, in his view, to operate 
the railways under direct State control so as to convert them into piofit- 
yieldmg concerns. The Secretary of State accepted the Viceroy's proposals 
for direct government construction and, to save expense^, lines with a 
narrower gauge he\ian to be constructed under this newly approved 
system. 6 7 

All railway lines constructed during 1870-79 were financed by State 
loans. The average rate of interest was about 4 per cent. The railway route 
mileage increased by over 4,000 miles during this period. The cost of cons- 
truction per mile was definitely lower on the State lines, out the same could 
hardly be said about the cost of operations. 

By the end of the 1870s the budgetary position of the Government of 
India had taken a serious turn for the worse owing to the fall in the exchange 
value of the Rupee and the costs of famine relief. It was becoming increas- 
ingly difficult to appropriate revenue surpluses for railways and borrowing 
in' Ragland was discouraged. At the same time the need for railway cons- 
truction at a faster rate was being stressed as a measure ot security against 
famines. The Famine Commission appointed to investigate into the causes 
of famines in several parts of the country during 1874-79 recomnu.n e 
the construction of at least 5, (XX) miles c 1 railways as early possi e. e 
Government, finding itself unequal to the task, sought once again t c 
.assistance of private British companies. 


6. Sen, S.K., Studies in Economic Policy and Development of India, 1848-^6. 

7. By 1869. 4,255 imVs of railways had been constructed with a total capital outlay of 
Rs. 89 crorcs. Sec Das. M.N.. Studies in the Economic and Social Development ot Modern 
India, 1848-56, P- 107. 
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The new system of railway construction was based on a sort of part- 
nership between the Government and the railway companies. The Govern- 
ment contributed a part of the capital by direct borrowing but entered into 
agreement with the companies for the provision of the rest of the capital. 
The railway lines became from the beginning the property of the Secretary 
of State for India. The companies were guaranteed a certain interest, 
usually 3T per cent, on the amount of capital which they helped to raise. 
They were responsible for working the lines and were remunerated by a 
40 per cent share of the net profits. The interest of the companies could be 
bought off by the Secretary of State for India by paying them the amount 
initially subscribed. Such purchases were authorised undef the terms of 
the agreement after the first 25 years and subsequently at 10-year intervals. 

The system of railway construction by railway companies under the 
above-mentioned terms is known in Indian economic history as the ‘New 
Guarantee System'. This system was more satisfactory than the Old Guaran- 
tee System in several respects. The interest guaranteed on the capital contri- 
buted by the companies was about 5 per cent under the old system, while 
under the new system it was only 3 \ per cent. The old system left the 
Government with little opportunity to prevent over-capitali/ation in the 
railways, while the new system gave the Government the right of proprie- 
torship from the very beginning. In case the Government wished to buy off 
the companies the old system required payment of compensation at the 
average market value of the companies' shares for three years preceding, 
while the new system provided for buying off the shares at their face value. 
The old system was rigid regarding the exchange rate at which rupee piofits 
were to be converted into sterling. The new system transferred some of the 
exchange risks to the railway companies. 

Meanwhile the purchase of some of the lailvvay companies which had 
started operations during 1850-60 had fallen due. The Government's 
finances, however, did not permit purchasing the railways' shares at highly 
inflated prices. Accordingly steps were taken to modify the original terms 
of the contract which had provided that Government should only beat 
losses and not shate in the profits. It was agreed that the State should 
appiopriate 50 per cent of the net profits earned by the railways. This was, 
however, an unlikely prospect as the railways in mostyeais did not earn an 
amount sufficient to release the Government from its guarantee obligations. 
For the first forty years of the Indian railways, the Government of India 
had to make payments of about Rs. 58 crores to the railway companies 
under the guarantee clauses. 

For the first time the net earnings of railway companies exceeded the 
guaranteed interest in the closing year (1899-1900) of the nineteenth 
century. Since then the railways have generally been a source of revenue 
to the Government except in years of severe trade depression, for example, 
during 1929-36. Jn the early years of this century the accounts of the 
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railway development to be halted for the time being and allocations for 
irrigation and education to be increased. To advise the Government of 
India on these issues the Secretary of State for India appointed a Committee 
under Sir James Mackay (later Lord Inchcape) in 1908. The Committee 
gave its opinion that the country could ultimately have even 100,000 miles 
of railway lines and recommended a substantial increase in the expenditure 
on railway development. They suggested an annual minimum of £12^ 
million as capital expenditure on the railways. The expenditure was 
gradually stepped up after 1909 and the railway mileage rose to over 34,000 in 
1913-14, 

During the First World War the services of the railways were under 
great strain. There was heavy movement of troops and stores from one 
region to another on railways, since coastal shipping traffic had to be 
cut down for shortage of shipping and greater risks at .sea. Some 150 miles 
of railway track had to be dismantled and sent out for use in the Middle 
Eastern theatres of war. Lack of equipment and materials prevented proper 
maintenance of the existing tracks, while capital expenditure on railways 
had to be cut down for shortage of funds. The needs of trade and commerce 
were subordinated to military demand and the standard of service provided 
by the railways declined appreciably. The Indian Legislative Assembly 
generally put the blame for all this on the anti-national policy pursued by 
the British railway companies. There was persistent demand for State 
take-over of railway management in the case of lines that had alrcadv passed 
into State ownership and for accelerating the purchase of lines and assets 
from other railway companies. The contract with the Last Indian Railway 
Company was falling due for renewal in 1924. This was made an occasion 
for claiming that the E.I.R.'s contract must be terminated and the lines 
placed under State management. 

It was in this background that the Acworth Committee (under Sir 
William Acworth, a British railways expert) was set up in November 1920. 
Apart from seeking the Committee’s opinion on the future system of rail- 
way management , the Government of India also referred to the Committee 
issues regarding the proper sphere of action of the Railway Board and the 
organisation of railway finance. It was being felt that the Railway Board, 
as constituted, could not exercise sufficient control over the companies 
managing the railways as it had never been provided with an adequate 
technical and inspection staff. As regards railway finance, the railways 
were unable to develop their own system of accounting, appropriate to. 
commercial undertakings, as long as railway finance remained a part of the 
geneial budget of the Government of India. 

The majority report of the Acworth Committee recommended a system 
of State management for Indian railways. 8 Although management by com- 

8. By 4924 nearly 60 per cent of the railway mileage in India had passed under State 
management. 
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panies was generally regarded as more flexible and more economical, in 
India companies were not in most cases managing their own property but 
property that had already passed into State ownership and consequently 
company management in India could not always display the virtues that 
were claimed for it. The State was already exercising a good deal of 
control over the railway administration even where nominal management 
remained with the companies. Such a system of dual administration, the 
Committee felt, should be ended and the State should take the entire 
responsibility for the management of the railways. 

State management was favouied by public opinion in India. The Com- 
mittee pointed out that even if I he railways were managed by companies 
formed with Indian, instead of British, shareholders, the backing of the 
State would have to be sought to raise finance for railway expansion and 
State intervention in the companies' affairs was boun 1 to continue. On the 
other hand, the Committee argued, a system of direct State management 
could be expected to create greater enthusiasm among the people and lead 
them to subscribe more readily to railway loans. Moreover, the share of the 
profits going to the railway companies would also accrue to the State instead 
of being remitted to England and thiv could be used to accelerate the work 
of replacement and new construction in the Indian railway system. National 
interests were also likely to be served to a larger extent under State 
management than under company management. It was realised that the 
grievances of the trade and the travelling public w'ere likely to be redressed 
more promptly if the highest railway authorities functioned in India and not 
in England, as was the case with the foreign-owned railway companies. 
The Directors of the foreign railway companies couM not in the nature of 
the case realise local problems and often adopted meas i.es which offended 
the Indian commercial interests and the public. 

The Acworfh Committee also suggested a number of measures to 
improve the working of the Railway Board. The membership was enlarged. 
The Railway Board came to comist of 5 members, wz., the Chief Commis- 
sioner, the financial Commissioner, a member in charge of general adminis- 
tration, a second member for technical administration and a third one for 
labour matters. The Board was given additional powers to exercise effec- 
tive control over the railway administration. Central and Local Advisory 
Councils were recommended to be setup with representatives of the trading 
community and the travelling public. A Railway Rates Tribunal was to be 
set up to control railway fares and freights after hearing representations 
from the railways and their users. 

The Aeworth Committee also came out with the recommendation that 
the railway budget snould be presented separately instead of being included 
in the Government of India’s general budget. This was necessary in the 
interests of railway development and improvement of railway facilities, 
since the railway surplus could then be earmarked for these two purposes. 
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This recommendation was given effect to in 1924 when the Indian Legis- 
lative Assembly adopted the Railways Separation Convention. The ‘Con- 
vention’ laid down that the railways would contribute every year to the 
general Exchequer a sum equal to 1 per cent of the capital-at-charge in the 
previous year plus one-fifth of any surplus profit. Moreover, if the amount 
to be transferred to the railway reserve exceeded Rs. 3 crores, one-third of 
that excess would again be credited to the Exchequer. Under the terms of 
this convention the Government of India received from the railways* sur- 
plus earnings of about Rs. 42 crores during 1924 -25 to 1929-30. The first 
separate railway budget was presented to the Indian legislature in 1925. 

During the years of the Great Depression the earnings of railways fell 
sharply. The bulk of the freight carried on Indian railways consisted of 
agricultural raw materials destined for export. As the world demand for 
India’s exports shrank, the railways’ services fell in demand. The railways 
also began to face at about the same time increasing competition from road 
transport, 9 Owing to reduced earnings the railways were unable to contri- 
bute anything to the general revenues of the Government of India after 
1931-32. Although earnings recovered after 1936 37 they were not 
large enough to enable the railways to clear up their accumulated arrears 
which, under the terms of the 1924 convention, they were required to do. 
By a resolution adopted in 1937 the Government permitted the discharge 
of accumulated liabilities to be deferied for a few years. As a result the 
railways* contribution to the general revenues could be resumed in 1937. 
During the depression years the railways had also been forced to deplete 
their ‘depreciation fund’ in order to meet the obligation of interest 
payments. 

The financial position of the fndian railways during the 1930s brought 
forth various criticisms against the railway administration. The Indian 
Legislative Assembly took up the issue in 1936 and recommended a 
thorough-going enquiry into all aspects of railway finance. A committee of 
three railway experts, under the chairmanship of Sir Ralph Wedgwood, 
was set up in October 1936 and submitted its report in June 1937. The 
Committee stressed the importance of an adequate 'depreciation fund’ for 
the railways and suggested the setting up of a special ‘equalisation fund’ 
for the payment of interest and amortization charges. The Committee’s 
proposal that railways’ contributions to general revenues should remain 
suspended until the railways were out of the woods did not, however, find 
acceptance with the Indian legislators. Under the Niemeyer Award (see 
Chapter 19) the Central Government’s contribution to Provincial finances 
was linked up with the railways’ contribution to general revenues. The 


9. Other causes of reduced railway earnings during this period were: civil commotion 
in the early 1930s, floods and earthquakes, rise in wages of railway workers, and lower 
imports due to tariff policy adopted in India. 
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Provinces, accordingly, clamoured for maintaining the railways 1 contribu- 
tion to general revenues intact even if this implied a deterioration in the 
standards of maintenance of the tail ways. 

The Wedgwood Committee also pointed out that,, owing to the growing 
competition from road transport, the railways were losing about Rs. 4.25 
crorcs in revenues per sear. At the same time the road services were deve- 
loping in a haphazard manner and would fail' to provide trustworthy 
service to their users. To avoid railway losses and to provide better road 
services an effective policy of rail-road coordination was evidently required. 
With this end in view the Committee recommended a system of compre- 
hensive licensing and regulations of road transport operators by Provincial 
governments, but insisted that such regulation must pursue a uniform 
policy laid down by the Central government. The critics of the Committee 
were of the opinion that the regulation measures which it recommended 
were designed to protect the railways’ interests at the expense of road trans- 
port operators. This was stoutly denied by the Committee who pointed 
out that a policy of regulated development would serve the interest of the 
road transport operators themselves. To ensure effective coordination of 
rail and road services the Committee favoured participation in road trans- 
pou by the railways. 

The Second World War helped the railways increase their earnings. 
But the traffic increased to such an extent 10 that railway lines and rolling 
stock had to be over-worked. Without a domestic industry supplying 
the railways’ rolling stock and stores requirements, adequate replacement 
was not possible during the years the war lasted. Moreover, as in the First 
World War, some railway capacity had to be bodily removed to the Middle 
East to help in the prosecution of war in that region. A part of the capacity 
of the railway workshops in India was also diverted to the manufacture of 
munitions. For all these reasons the railways emerged out of the War with 
a huge back-log of renewals and replacements. 

The partition in 1947 added further to the problems of the railways. 
Some of the existing railway units in the north-western and eastern regions 
of the country had to be divided up and new- workshop facilities had to be 
developed for the portion of the railways included in the Indian Union. 
With the Karachi port lost to the country, new terminal facilities had to be 
developed in Bombay, a major port had to be created at Kandla and new 
connecting links had to be built up. 

By the end of 1949-50 the railways, it was estimated, were in urgent 
need of a renewal programme for 1,050 locomotives, 5,514 coaching vehicles 
and 21,418 wagons, the normal annual renewal figures being 190,650 


10. Between 1938-39 and 1950-51 passenger-miles on class I railways increased from 
17,780 million to 39,720 million. During the same period freight ton-miles increased from 
21.786 million to 26,581 million. (Government of India, First Five-Year Plan, p. 463). 
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and 5,000 respectively. The First Five-Year Plan for the railways had simply 
to be a plan for rehabilitation rather than for development. At the .same 
time, it was essential that additional capacity in the railways had to be 
built up if other major projects of development were not to be held up 
due to a transport bottleneck. 

Roads and Road Transport 

It was Lord Dalhousie who gave the initial impetus to the construction of 
new roads, but the development of railways later in the nineteenth century 
created the demand for more roads as feeders to the railways. Although the 
construction of roads at right angles to the railways was thus encouraged, 
the interests of the railways worked against the construction of roads parallel 
to the railways and this hampered the development of big trunk roads. 
Local authorities, endowed with a new life by the reforms introduced by 
Lord Mayo and Lord Ripon, tried, within the limits of their funds, to 
build local roads and convert some of the Kutcha (un-metalled) roads into 
pucca (macadamised) thoroughfares. By 1936-37 India, excluding the 
Princely States, had over 3 lakh miles of roads of which nearly 85 per cent 
was maintained by the various local authorities such as district boards, local 
boards and municipalities. The mileage of metalled roads was only about 
25 per cent of the total. Many of the so-called un-metalied roads were 
little better than tracks and were liable to become unusable during the rains. 

The Royal Commission on Agriculture had pointed out in 1928 the 
unsatisfactory state of road development in India and the problems which 
this created for the orderly marketing of agricultural crops. India at that 
time possessed no more than 20 miles of roads for each 100 sq. miles of 
area, whereas in the U.S.A. there were 80 miles of roads for the same area. 
Apart from the inadequate road mileage, there were the problems of under- 
maintenance, due mainly to the poor finances of the local authorities and 
the unsuitability of many of the roads for motorised transport. In the inter- 
war period the use of motor trucks and other motor vehicles was spreading, 
but road development was lagging behind. Even in those regions of the 
country where railway transport was too uneconomic or inconvenient, road 
transport could not play the role expected of it owing to inadequate 
investment on roads. At the same time, there were regions where roads and 
railways competed with each other for the limited cargo available. 

In the circumstances the importance of a scheme of coordination 
between rail and road transport could not be overlooked and in 1932 the 
Government of India appointed a two-member Committee consisting of 
Mr. K.G, Mitchell, Road Engineer to the Government and Mr. L.H. 
Kirkness, Special Officer with the Railway Board, to enquire into the matter 
and make recommendations. The Mitchell- Kirkness Report (1933) recom- 
mended the creation of a set of coordinating authorities throughout India. 
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The hasty expansion ol motor transport was roundly condemned and the 
necessity for putting a curb on the motor transport operators was empha-* 
sised. The Road-Rail Conference which met in Simla in April 1933 con- 
sidered the Mitchell-Kirkness Report and recommended a policy of autho- 
rising railways to own and operate a fleet of road vehicles. This was done 
by amending the Railways Act in September 1933. Another approach to the 
rail-road coordination problem was to set up in 1933 a Transport Advisory 
Council entrusted with the function of evolving a road policy on an all- 
India basis, keeping in mind the relation between roads, railways and other 
forms of transport. An important step was taken in 1937 with the estab- 
lishment of a Department of Communications in the Government of India 
which was to look after all forms of communication in a coordinated 
manner and included roads, railways, inland navigation and civil aviation on 
the one hand and po*ts and telegraphs, broadcasting and meteorology on 
the other. 

The Motor Vehicles Act, adopted in 1939, had as one of its objectives 
the reguhtu .* of road transport operators. Regional transport authorities 
set up under this Act were enjoined to grant permits to motor transport 
vehicles only after satisfying themselves that uneconomic competition was 
not thereby encouraged. The transport authorities were also given other powers 
to secure the safety and convenience of passengers using road transport. 

The construction of roads has been handicapped in India, as compared 
to the expansion of railways, primarily because tne former was built from 
the government's (or local authorities') current budgetary resources, while 
the latter was built with borrowed funds. The Road Development Commit- 
tee of 1927, when faced with the problem of raising adequate resources for 
road-building, could not come out boldly in favour of the method cf 
loan finance. Instead it suggested a policy of special duties on motor spirit 
which were imposed in 1929. The Finance Act of that year increased the 
duties on both imports and domestic production of motor spirit from 4 
annas to 6 annas per gallon. 11 The proceeds from these enhanced duties 
were to be credited to a special Road Development Account. The amount 
credited to this Account was to be distributed among the Provinces as 
follows: after deducting \0 per cent for Central use, the bulk of the 
remainder was to be allocated to each Province in proportion to the amount 
of petrol consumed there in the previous calendar year and another portion 
was to be allotted to the Government t India tor making grants to the 
minor Provinces and Princely States. The grants were to be made on the 
advice of a Standing Committee for Roads set up at the Centre each year 
with members of both houses of the Indian Legislature. This arrangement, 
known as the Road Convention, was approved by the Indian Legislature in 
1930. In 1934 the share of the Central Government in the Road Develop- 


11. 1 anna =6. 25 paise. 
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raent Account was raised to 15 per cent and provision was made for 
expenditure out of this fund on road maintenance as well as for servicing of 
loans incun ed for road development. In a Resolution of 1937 the Central 
Government was authorised to retain for an indefinite period a Province’s 
share in the Road Fund if delays without reasonable cause were found to 
occur in the utilisation of the funds. The Centre could also use the funds 
as a lever to pressurise Provinces to bring their motor transport regulations 
into line with the all-India policy. The financial scheme which Sir Otto 
Niemeyer drew up after the passing of the Government of India Act, 1935 
(see Chapter 19), made the Provinces’ share in income tax proceeds depen- 
dent on railway earnings: this was an indirect pressure on the Provinces to 
regulate the development of motorised road transport so that railway 
earnings might not suffer as a consequence. 

During the Second World War some roads of strategic importance were 
constructed under the supervision of military engineers. In December 1943 
a plan for future road development in the country was discussed at a con- 
ference of the Chief Engineers of all the Provinces at Nagpur. This ‘Nagpur 
Plan’ aimed at bringing all villages in India within live miles of a main road 
and estimated that this could be done by adopting a programme of 4 lakh 
additional miles of road development, phasing the programme over ten 
years. The cost in 1943 prices was calculated as Rs. 372 crores. The roads 
to be developed were classified as ( a ) National Highways to be built and 
maintained by the Centre, ( b ) Provincial (later State) Highways for which 
the responsibility would rest on the Provinces, (V) District roads to be 
maintained by district boards, and ( d ) village roads to be looked after by 
village self-governing agencies. By 1946 road development plans had been 
drawn up in many Provinces while the Central Government assumed res- 
ponsibility for the development of National Highways in 1947. A Road 
Transport Corporation Act was adopted by the Central Legislature in 
1948 and revised in 1950 to enable Provincial governments to set up 
statutory corporations for the regulation of road transport systems in their 
territories. 

Between 1947 and 1950 an expenditure of Rs. 27.1 crores had been incur- 
red in the Provinces for their programmes of road development; at the 
prices then prevailing this represented barely 5 per cent of the target under 
the Nagpur Plan. Financial difficulties as well as physical shortages of 
construction materials and skilled labour stood ir. the way of a more rapid 
pace of development. The Central Government’s expenditure on National 
Highways for the period 1947-52 amounted to Rs. 9.3 crores or 15.5 per 
cent of the recommended target. 12 The Central road programmes envisaged 
the development of 13,400 miles of roadways, while the States were expected 
to add about 30.000 miles in all. At the beginning of the First Five-Year 


12. First Five-Year Plan, p. 479. 
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Plan period (1951-56) India had over 97,500 miles of surfaced roads and 
about 151,000 miles of unmetalled roads. 13 

The entry of commercial transport operators using motor transport 
is traceable to the years immediately following the First World War. Sur- 
plus vehicles left by the military establishments were utilised in the first ins- 
tance, but the rise in imports of motor vehicles was thereafter quite rapid. In 
1950 there were altogether over 47,500 transport operators of whom more than 
46,000 were small operatois having a fleet of five or fewer vehicles. State 
transport services had also entered the field and their organisation was 
becoming wider in the post-Independence period. By June 1950 the capital 
at charge in the various State transport organisations had reached a figure 
of Rs. 12 crores. In some States transport undertakings had been organised 
on the basis of joint participation by the State Government and the railways, 
while in others private operators were also included in such joint under- 
takings. 

Several proposals for the manufacture of automobiles in India were 
considered i< the period immediately preceding the Second World War 
and the one for an automobile plant at Matunga, Bombay, was in an 
advanced stage of implementation when the War intervened. It was only in 
the post-war period that automobile manufacturing capacity came into 
existence. But actual production of automobiles in 1950-51 was still 
below 5,000. The automobile industry was granted protection in advance 
of actual production, one condition on which protection was given being 
that it must reduce its dependence on imported components progressively 
over the years. 


Sea and River Navigation 

Only six years after the first steamship sailed between England and the 
U.S.A. some enterprising merchants in England and India combined to 
build and run the first steamer from England to India. The ship called 
the Enterprise sailed from Southampton to Calcutta round the Cape of 
Good Hope in 1825. But the route was too circuitous, the time taken too 
long and the costs of operation too large to leave any scope for profit. 
Merchants in Bombay and Calcutta frantically tried to develop alternative 
routes, two routes suggested in this connection being (<7> an ‘overland’ 
route using a land strip near the Red ° :a where transhipment was to be 
done, and ( b ) a river route using the river Euphrates and the Persian Gulf. 
The Bombay merchants who advocated the former route even got a ship, 
the Hugh Lindsay, on this route in 1829, but the experiment proved too 
costly. The Calcutta merchants stoutly opposed the ‘overland’ route 
because it was to terminate at Bombay and would leave Calcutta without 


13. Review of the First Five-Year Plan, 1957, p. 235. 
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direct connection with the ‘home’ country. They also attempted to bring, 
the Persian Gulf route into use during 1835-37 but with little success. 
The East India Company was at first not very keen on introducing steam- 
ships in the lndia-U.K. route, but agreed under pressure in 1835 to add two 
ships to the Indian Navy for the Bombay-Suez run. The British Parliament 
set up Committees in 1834 and 1837 to discuss the best way of introducing 
a regular steamer service between England and India. While both London 
and Calcutta merchants submitted their pet schemes lor the consideration 
of these Committees, the ultimate solution to the problem was found in 
1840 by entering into a long-term agreement with the Peninsular and 
Oriental Steam Navigation Company to carry mail and passengers to India. 14 

After the removal of restrictions on the carry ing of goods in non-British 
ships a number of other steamship lines also entered the Indian Ocean, 
but British shipping companies remained the major carriers of Indian cargo 
throughout the British period. They also established a near-monopoly in 
the port-to-port traffic in India. Prospective investors in ‘coastal’ shipping 
were scared away by unfair rate wars and a host of other underhand devices. 
In 1938-39 the percentage distribution of vessels clearing at Indian ports 
was: British 66.6, other foreign 29.3, Indian 3.4 and indigenous crafts 
0.7. 15 As regards coastal traffic the share of Indian companies during the 
five years 1933-34 to 1938-39 was only about 28 per cent. 

The Indian Legislature considered in 1928 a non-official bill moved by 
Mr. S.N. Haji of the Scindia Steam Navigation Company authorising the 
Government of India to reserve the coastal traffic in India foi those com- 
panies at least 75 per cent of whose shares were owned by Indian nationals. 
The reservation was to be introduced gradually over a period of five years. 
Although this policy smacked of discrimination against foreigners, it follow- 
ed a practice current in most other countries. But the British authorities 
in India were reluctant to recognise this right for India and branded this 
issue as one involving discrimination between British and Indian subjects 
of the Empire and as such a matter for the Constitutional experts. In fact 
the issue was discussed at the Round Table Conference on Indian Cons- 
titutional Reforms in 1931 and as a sequel the Government of India Act of 
1935 provided specifically lor non-discrimination against British commercial 
interests. It was only after independence, in 1950, that measures for reser- 
vation of ‘coastal’ shipping to Indian companies could be introduced. 

The dangers of depending on foreign shipping lines for carrying the 
articles entering the country’s foreign trade became very clear during the 
First World War. For the lack of a merchant navy the country had to 
suffer from an acute shortage of imports and could not sell her exports in 
markets where profitable trading opportunities existed. A merchant navy 

14. For a fuller account see Thomer, D. t op, cit Ch. 2. 

15. Jathar, G.B, and Beri, S.G., op . cit., Vol. 2, p. 215. 
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could also be useful as an auxiliary to the naval defence forces as Kngland's 
experience during the War had abundantly proved. Public agitation for a 
merchant navy led the Government of India in 1923 to appoint a Mercan- 
tile Marine Committee, flic Committee made a number of useful recom- 
mendation'; for the development of a mercantile marine fleet in India 
including the grant of bounties for the construction of ship'* in suitable ship- 
building yards m India, the grant of mail-carrying contracts to Indian ship- 
pers and the expansion of facilities for the training of officers and men of 
the navy. The reservation of 'coastal' traffic to shipping companies with a 
majority of Indian shareholders was suggested by this Committee as one 
method of encouraging the growth of a mercantile marine in India. Most 
of this Committee's recommendations went unheeded; the only important 
step taken was to ic-cqmp the steamship Drfferin as a training ship for 
Indian naval cadets 1 . As a result India entered the era of Independence 
with only about 1 lakh u in oi gross registered tonnaee, taking into account 
some tonnage (about 25, OH)) lost during the Second World War 

A ship-i adding vard was started at Vishakhapaltanam during the war 
years; the immediate purpose was to provide repair facilities tor ships. 
After the war ended this shipvaid came to be utilised for ship-building and 
the first India-built pu»cnger ship, the Jala-lsha , was launched from this 
yard m 194S. B> 19*0 the gross registered tonnage owned by Indian ship- 
ping companies ro^e to o\er 3 6 lakhs, although the Shipping Policy 
Committee (19 17) had recommended a target of 20 lakh tons to be attained 
in the next five to seven \eais. The tonnage used tor coastal shipping was 
about 1.7 lakhs which was too small to make the policy of reservation of 
coastal traffic fully clloctive. 16 The tonnage used for overseas trade was also 
very small, being about 2.2 lakh tons, the average capnitv of a ship in the 
overseas routes being only 3.000 tons. 

Shortly alter Independence the Government ol India accepted in princi- 
ple a policy of establishing three Shipping Corporations in collaboration 
with private industrv. f ollowing this policy the Government set up the first 
Shipping C orporation in March 1950, subscribing 74 per cent ot the capital 
while the remaining 26 per cent was taken up by the Scindia Steam 
Navigation Companv which was appointed as the Managing Agents ot this 
Corporation. The Government ol India was also providing loans to 
shipping companies on special concessional terms to aeauire additional 
tonnage for use in coastal as well as v erseas sea-routes. 

While the steamship was thus coming into its own. sailing vessels con- 
tinued to ply in coastal waters and were expected to remain in use for many 
more years. According to the Sailing Vessels Committee (1949) about 
2,600 such vessels with a gross tonnage of 1.5 lakh tons were engaged in 

16. The proportion of coastal traffic earned m I noun-owned ships rose to 62 per cent 
in 1949. 
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India's coastal trade. Nearly 40,000 men were engaged in this form of sea 
navigation in that particular year. It was estimated that these vessels carried 
a cargo of 1-1.5 million tons, every year and were a useful supplement to 
steamer transport. 

The use of steam vessels .n river navigation is supposed to have started 
in India in 1823 when a service was started from Kulpi to Calcutta. 17 In 
1842 a regular steamer service was set up between Calcutta and Agta. But 
as the railways claimed the whole attention of the administration, in later 
years the use of navigable waterways came to be relatively neglected. In 
1872 Sir Arthur Cotton, the great engineer who built a number of irrigation 
canals in South India in the late nineteenth century, proposed to a com- 
mittee of the British Parliament that irrigation and navigation facilities 
should be combined in the construction of canals and submitted a scheme 
costing about Rs. 45 crores. Water carriage, he contended, would be less 
expensive than railway transport. But the opposition of the railway com- 
panies and the heavy initial cost of the scheme prevented its realisation. As 
the railways began to earn profits towards the close of the last century pro- 
posals for the development of navigable rivcis were allowed to die a quiet 
death. 

Yet there were many parts of the country where inland waterways could 
prove useful as supplements to the railways. It was estimated a tew years 
back that about 5,000 miles of river routes in the country could be made 
navigable by modern power craft. 18 Only about one-third of it was being 
actually used. 


Air Transport 

The development of air transport in India started in the post- World War 1 
peiiod, but the first regular airline service did not begin to function until 
1932. The earliest use of air-borne craft for civilian purposes was for the 
transport of mail between Bombay and Karachi. 

By 1939 three Indian companies had been organised to operate air 
services, a few international airlines had started using India on their 
regular route-flights and the Government of India had introduced a scheme 
of subsidies to flying clubs in the country with a view to reducing the cost 
of training of civilian aircraft operators. It was, howevei, the Second World 
War which made aviation one of the major forms of transport in India. In 
1949 there were 12 companies operating inland air services. A year earlier 
the Air India International, a Govemment-cum-private enterprise, had been 
set up to operate on overseas routes. The share of the Government in this 
company was 49 per cent with an option of acquiring a further 2 per cent. 


17. Bancrjcc, P.N., A Study oj Indian Economics, p. 441. 

18. Review of the First Five-Year Plan, 1957, p.242. 
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Further, the Government had invested about Rs. 10 crores up to 1950-51 
for the provision of aerodromes, maintenance of training organisations 
such as the Civil Aviation Training Centre at Allahabad and the installation 
of radio aids for aii navigation. The control of the government over the 
private air transport companies was exercised through the Air Transport 
Licensing Board set up in 1949. An Air Transport Enquiry Committee 
which investigated the conditions of the transport companies disclosed that 
some of the companies were in poor shape owing to excessive competition 
for a limited amount of business and recommended a number of steps for 
consolidation of the companies. Two other ways in which the Government 
began to assist the air transport companies in the post-independence period 
were la) the introduction of an All-Up Air Mail Scheme undei which all 
first-class internal mails were carried by air wherever air link was available, 
and ( b ) thi5 grant (m 1949) of financial assistance to all air companies, 
flying clubs and other air operators at the rate of 9 annas per gallon of their 
petrol consumption. 

Scheduieu air services carried nearly 3.6 lakh passengers in 1949 and 
were responsible for flying a cargo weighing 13.3 million lbs. In addition 
there were non-scheduled services mostly for cargo flights. 

Communications 

Although a system of postal communications had been introduced in India 
even before the Mughals and was continued under the East India Company, 
the present system of uniform postage throughout the country and the pay- 
ment for postal services through stamps instead of in sh was the creation 
of Lord Dalhousie. In one of his Minutes dated 28th February, 1S:>6, the 
Governor-General described these changes as “a departmental revolution. . 
having consequences so widespread and so generally beneficial 19 Tue 
significance of a cheap means of all-India communication tor the expansion 
of commerce and industry can hardly be over-rated. 

The electric telegraph also made its appearance in India during DaJ- 
housie’s regime. The value of this rapid means of communication from the 
strategic point of view w r as quickly appreciated and Di. NV. O ’Shaughnessv 
was appointed to submit a report on the possibility of the electric telegraph 
in India. On the basis of his Report (1852) the sanction ot the Directors of 
the East India Company was obtained a \ in 1S53 the telegiaph line bet- 
ween Calcutta and Agra was installed. On the 2nd March, 1854, a message 
was sent over this line from Agra to Calcutta, a distance of 800 miles. By 
1855 about 4,000 miles of telegraph lines had been laid out. 

The development of postal, telegraphic and telephone lacilities, how- 
ever, proceeded at a rather slow pace. As late as 1950-51 there was onh 

19. Quoted in Ramsay Muir, The Making of British India, p. 367. 



192 Comi;e History of Indian Economy 


one Post Office for 10,000 people, the rural areas faring worse in respect 
of postal facilities The number of Telegraph Offices was less than a quarter 
of that of Post Otliccs. while telephones were so few that barely 0.2 per cent 
of the population could be provided with a telephone. The Posts and Tele- 
graphs Department's post-Independence plans included the setting up of 
Po-r Offices in every village with a population of 2,000 or over as well as an 
expansion in telegraphic and other telecommunications facilities. 

The radio as a means of communication came into use in the 1930s. 
Up to 1935 there were only two 1.5 kw. transmitters in the State Broad- 
casting Service, but the situation improved in the late ’thirties and during 
the Second Woild War. After partition the Indian Union retained 6 medium- 
wave and 5 short-wave transmitters with a coverage of about 3.26 crores of 
listening population. The post-Independence development up to the time 
of the First Five-Year Plan Report (middle of 1952) was comparatively 
rapid. By that time 30 medium-wave and 14 short-wave transmitters had 
started functioning: they catered to a listening population of nearly 
8 crores. 


Transport Development Since 1951 

In '930-51 the Indian Union had over 34,000 miles (54.845 kilometres) 
or nii.vay track. The railways carried in that year 130 8 erore passengers, 
the average distance travelled by a passenger being about 52 kilometres 
Ohio indicating the preponderance of suburban traffic). The average dis- 
tance over which 94 million tonnes of railway freight was carried in that 
year wa, about 474 kilometres. The net earnings of the railways, after 
meeting working expenses, amounted to Rs. 47.56 crores. Out of this Rs. 
32.51 crores was transferred to general revenues. 

In the initial years of planned development, the bulk of the expendi- 
ture on the railways had to be on the replacement of rolling-stock worn out 
daring the Second World War. The laying down of new railway lines 
received a low priority. Subsequently the emphasis shifted to dicselisatton 
and electrification schemes to speed up movement. As a result only about 
7,200 kms. of railway lines have been added to the previously laid down 
track over the period of the first five Plans (1950-51 to ’978 79). The 
average distance travelled by passengers has remained practically 
unchanged, but the number of passengers went up almost three-fold. In 
contrast, the distance over which railway freight had to be transported 
increased to almost 700 kilometres and the weight of freight carried in 1977-78 
was 237.3 million tonnes. Tfie net earnings of the railways went up to about 
Rs. 360 crores in 1977-78. 

The railways have gradually improved their capacity for indigenous 
production of equipment and rolling stock. In 1950-51 the railways were 
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importing 23.6 per cent of their equipment and stores; by 1980-81 such 
imports came down to 9.6 per cent. 20 

One of the problems facing the railways in recent years is the sharp 
increase in their working expenses. Between 1950 -51 and 1979-80, the 
railways gross traffic receipts went up by 789 per cent, but their working 
expenses mounted by 918 per cent. 

For administrative convenience the Indian railways have been divided 
into nine zones, each under a General Manager who is responsible to the 
Railway Board. For the manufacture of locomotives, coaches and wagons, 
the railways depend largely on their own workshops, although some orders 
are also placed with private engineering concerns. The yearly production 
of locomotives of all types increased from 179 in 1955-56 (starting with 
only 7 in 1950-51) to 205 in 1977-78. The highest annual production 
of wagons recorded was in 1965-66 when over 23,5^3 wagons were built. 
The total number of locomotives, coaches and wagons in service at the end 
of the Hifth Plan (1974-79) was 11.152, 37,564 and 402,000 respectively. 

Unaer the Railways Convention ol 1950, the railways are required to 
pay to the general revenues at the rate of 4 per cent of the capita 1-at-charge. 
A Parliamentary Railway Convention Committee review's, once in five 
years, the financial arrangements between the railways and the Government 
of India. This committee studies the fi tancial position of the railways, 
including provisions for depreciation of assets. The provisions for expansion 
of the railway network are also looked into by this Committee. However, 
the needs for general economic development have forced upon the country 
a situation in which railway expansion has to remain limited, while the con- 
tribution of the railways to general revenues has g«*^e up by successive 
steps to 6 per cent of the capital-at-charge (on capm.» invested after 1st 
April, 1980 the contribution is at 6.5 per cent). 

As regards road development, the years since 19al have witnessed fairly 
rapid progress. Between 1950-51 and 1978-79 the length of surfaced’ 
roads went up by 62902 kilometres, while unsurlaced (but motorable) 
roads went up by almost 9 lakh kilometres. The degree ot utilisation of 
roads also increased, as is evident from the increase m the number of regis- 
tered motor vehicles from 3 lakhs to 33 lakhs during this period. 

Road development is one of the programmes utilised for the employ- 
ment of surplus rural manpower. The basic objective betiind road cons- 
truction in rural areas is to connect all v.tlages in the country, with a popu- 
lation of 1500 and above with a network of all-weather roads. 

Passenger transport by buses is being provided by public sector trans- 
port undertakings predominantly, it not exclusively. Goods transport, 
however, is handled almost wholly by private carriers. To facilitate inter- 
state movement, of goods, a scheme of national permits for carriers was 
introduced in 1975. However, the number of national permits to be issued 

20. Government of India; India: A Reference Annual 9 1982 issue. 
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was subject to central regulations. The majority of carriers operated on 
the basis of State permits or Zonal permits issued on the basis of agreement 
among a number of States. For the coordination of road services on inter- 
state routes, an Inter-State Transport Commission was set up in 1958. 

Road transport being faster and more convenient, the rapid develop- 
ment of roads and trucking services poses a threat to the earnings of rail- 
ways and measures for coordinated development of the two forms of trans- 
port becomes absolutely essential. A Committee on Transport Policy and 
Coordination was set up in 1959 to lay down principles of coordinated 
development for roads and railways. 

The competition offered by road transport operators to the railways 
will be evident from the following statistics. In 1950-51 the shares of 
passenger traffic and goods traffic handled by mechanised road transport 
were 26 per cent and 11 per cent respectively. By 1977-78 these shares 
had gone up to 59 and 32 per cent. It was also estimated that 55.5 per cent 
of mechanised passenger road transport vehicles were in the public sector. 21 

The development of shipping has been quite remarkable after Indepen- 
dence. From 36 ships with a Gross Registered Tonnage of 2.6 lakh tonnes 
in 1956, India’s overseas fleet expanded in 1980 to 319 ships with a GRT 
of 52.9 lakh tonnes. 22 As a result the share of Indian ocean-going ships in 
the total overseas trade of the country rose to 30.5 per cent by the end of the 
1970s. In coastal shipping, however, the tonnage engaged has remained 
more or less stagnant, although enough scope for expansion remains. 
Four ship-building yards have come up since Independence, all of them 
in the public sector. 

Use of rivers and canals by mechanised crafts for transport of goods and 
passengers has remained rather limited, despite the advantages offered by 
this mode of transport in respect of energy consumption. Except in parts of 
Eastern and Southern India (Assam and Kerala), the development of 
inland waterways for transport purposes remains stunted. The Inland 
Water Transport Committee (1959) outlined a set of development pro- 
grammes, but lack of adequate financial and organisational support has 
slowed down the implementation of these programmes. 

The progress in civilian air transport has been commcndably fast. 
Passenger traffic in Indian domestic flights went up from 6140 lakh passen- 
ger kilometres in 1960-61 to 42290 lakhs in 1979-80. 23 The domestic 
air services provided in 1980 almost seven times as many seat facilities as in 
1960. The International flight services, operated by the publicly owned 
concern. Air India, had increased seat facilities almost eight-fold during 
the same period. 

21. Planning Commission, Sixth Five Year Piatt , 1980-85, p. 303. 

22. Ibid., p. 306. About 55 per cent of total GRT belonged to the public sector. 

23. Planning Commission, Sixth Five Year Plan, p. 307, 
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Development in Communications Since 1951 

Since the inception of the Five Year Plans in 1951-52 the number of 
post offices and telegraph offices has steadily increased. Between 1950-51 
and 1980-81 the number of post offices in urban areas went up from 5284 
to 14535; in rural areas the corresponding increase was from 30,810 to 
1,24,689. The usual norm is to have a post office within 3 kilometres from 
every rural settlement, but at least 10 per cent of the cost of the post office 
should be covered by the revenues earned. Tn 1981 more than 8.5 lakh 
employees served the Posts and Telegraphs Board which administers the 
postal services. 

The number of telephone exchanges in the country rose between 1951 
and 1981 from 540 to 7,893. The number of telephones went up somewhat 
faster, from 1.68 lakhs to 28.32 lakhs. The Indian Telephone Industries, a 
public sector undertaking set up in 1948. has made the country nearly self- 
sufficient in telephone equipment and has some spare capacity for exports. 
Yet in relation to the size of the population, and even in relation to the 
number of would-be subscribers, the number of telephone connections pro- 
vided remains woefully inadequate. 

The number of radio broadcasting stations increased by 1980 to such an 
extent that 90 per cent of the population (a:.d 78 per cent^of the country’s 
area) was covered. 24 But problems remained in respect of the power of the 
broadcasting transmitters. Television, introduced in the country in 1959, 
covered in 1981 only about 8.3 crores ot people. But the pace of progress 
accelerated after 1981. Both radio and television services function as 
government monopolies The private sector's entry n.fo these fields is 
not envisaged in the near future. 


24. Planning Commission, Sixth Five Year Plan , p. 316. 
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Labour Legislation and the Trade 
Union Movement 


In India labour legislation was undertaken somewhat in advance of the 
emergence of labour organisations. The incentive to labour legislation was 
furnished primarily by the uneasiness of the Manchester cotton manufac- 
turers over the continued growth of the cotton mill industry in Bombay. 
They made repeated representations to the Secretary of State for India to 
apply British factory legislation en bloc to India so as to neutralise the 
‘unfair’ advantages which the Indian mill industry was enjoying because of 
its large-scale employment of child labour and long hours of work. On 
the representation of the Manchester Chamber of Commerce the Secretary 
of State brought pressure on the Government of Bombay to appoint a Fac- 
tory Commission to investigate the conditions of work in the Bombay cotton 
mills. This was in 1875. The Commission were divided on the question 
whether factory legislation w'as needed for Indian workers. Representatives 
of employers on the Commission were vehemently opposed to the idea of 
regulating working conditions in the factories through legal measures. 
The Government of Bombay shelved the Commission's Report as the majo- 
rity did not favour any sort of factory legislation. The Manchester interests, 
however, continued to carry on their agitation for factory legislation. To 
this was added the voice of some social workers from Bombay of whom 
Sorabjee Shapoorji Bengalee was the chief spokesman. He prepared a 
draft bill for the regulation of child labour in the cotton mills and sent it 
to the Governor of Bombay. When no action was taken in the matter, he 
got the draft published in the London Times’ in September 1878. Shortly 
thereafter the House of Commons in England adopted a resolution on the 
necessity of adopting factory legislation in India. Pressure from the Secretary 
of State ultimately led the Government of India to prepare a bill on the 
subject. Though the bill was considerably whittled down during discussion, 
some amount of regulation of labour conditions was introduced when the 
bill was passed as the Factories Act of 1881. 

The Factories Act of 1881 has been described as the result of agitation 
by "ignorant English philanthropists and grasping English manufacturers.” 
The Act was made applicable to all manufacturing premises using power- 
driven machinery, employing 100 or more persons and working for more 
than four months in the year. It regulated the conditions of work of child 
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labourers only. They could be employed in a factory, as defined above, 
only if they had attained the age of 7 years. Until they were 12 years of age 
they could not be employed for more than 9 hours a day and were to be given 
a rest interval of 1 hour in a day and granted 4 holidays a month. The Act 
did not apply to plantations and cotton ginning factories. It included a few 
provisions for the workers’ safety such as arrangements for the fencing of 
dangerous machinery. The inspection of factories was left to be arranged 
by the District Magistrates who could appoint special Factory Inspectors 
if necessary. Provisions were also made for the reporting of accidents in 
the factory. 

The limited scope of this Act could not satisfy the Manchester cotton 
interests. Their representations to the Secretary of State for stricter regu- 
lation of the labour conditions in Indian factories continued throughout the 
next decade. As the reports of factory inspectors appointed under the Act 
of 1881 brought to light the poor working conditions, the cause of factory 
labour was also taken up by social reformers in India and England. In 
1883 the Government of Bombay was persuaded to undertake another 


investigation into the working conditions of Bombay cotton mills. The 
Committee appointed for this purpose received a memorial drawn up on 
behalf of the workers- the first instance of organised labour action for 
amelioration of working conditions. The leading part in having this memo- 
rial drawn up was played by Narayan Meghajee .Lokhanday , a man born 
to working class parents. At his instance over 5.000 signatures were collected 
in support of the memorial. After the Committee submitted its findings, 
the Government of Bombay duly sent a Report to the Government of India, 
but the latter felt that no action was immediately called for. The Manches- 
ter interests did not sit idle, however. In 1887 they sent an English Inspec- 
tor of Factories to visit factories in India and submit a report. This report 
strengthened the case for fresh labour legislation. Mr. Lokhanday was 
also pleading for more action and in 1888 he arranged for a fresh memorial 
to be drawn up and sent to the Governor-General. Meanwhile an Inter- 
national Labour Conference had been called to meet m Berlin m March 
1890. In this Conference resolutions were adopted supporting stricter 
regulation of hours of women and children in factories all over the terri- 
tories of the member countries. The British Government had to try to 

implement these resolutions in India. On the advice ot the Secretary o ® 
for India the Governor-General set up a Commission in September 18 
to conduct an inquiry into the working conditions in factories. r. 
Lokhanday was a member of this Commission. After the Commission sub- 
mitted its report, the Government of India prepared the draft of a 
Factories Act, but its provisions had to be further tightened up on the basis 
of suggestions from London. The Factories Act of 1891 was thus large y 
thrust upon the Government of India by the Manchester commercia in ere 
acting through the Secretary of State. 
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The Factories Act of 1891 applied to all establishments using power 
and employing 50 or more persons. The provisions of the Act could, how- 
ever, be extended to work-places employing as few as 20 persons at the 
discretion of the Provincial governments. This Act raised the age of 
employment of child labourers to 9 and reduced the hours of employment for 
children below the age of 14 to 7 hours per day. It introduced the system 
of medical certificates for children employed in factories. The hours of 
work of female labourers were limited to 1 1 per day with a 1$ hour 
period of rest. Children and women were not to be employed in factory 
premises after 8 p.m. and before 5 a.m. except with special permission. 
AH factories were required to stop work for half an hour between 12 noon 
and 2 p.m. and to allow a weekly day of rest. They were also to make suit- 
able arrangements for sanitation, ventilation and provision of drinking 
water for their workers. 

After this Act the demand for fresh measures ot reform abated for a 
few years. The cotton industry was then passing through difficult times. 
But the prosperity of the jute industry in Bengal attracted the attention of 
the jute manufacturing industry in Scotland. In 1 894 the Dundee Chamber 
of Commerce called for legislative measures to improve working conditions 
in the jute mills in and around Calcutta. After the introduction of electric 
lighting in the factories during the 1890s, hours of work were extended in 
all factories. In some cases workers were required to work for 15 to 16 
hours at a stretch. There was a rise in absenteeism and loitering during work 
which could be attributed to the unusually long working day. Employers 
themselves began to feel that government intervention was necessary to 
regulate the hours of work of all classes of labourers, including male 
labourers who were so long believed to require no State intercession on their 
behalf. By the early years of the present century, when conditions in the 
cotton industry improved, both the British manufacturers of cotton and the 
Indian leaders of public opinion had started pressing their demand for 
fresh labour legislation on the Government of India. A Factory Commis- 
sion under Mr. Frere Smith was set up in 1908. Its recommendations 
were given effect to by the Factories Act of 1911. 

The Factories Act, 1911 brought within the scope of factory legislation 
even seasonal factories working less than four months in a year. It reduced 
the hours of work of children to 6 per day. Work between 7 p.m. and 5.30 
a.m. was prohibited in all textile factories except those working under an 
approved system of shifts. For male workers in textile factories hours of 
work were limited to 12 per day. All workeis were to be given a half hour 
break after six hours’ work. Provisions for the health and s'afety of workers 
were made more stringent and the system of factory inspection was 
improved through the appointment of a number of full-time factory 
inspectors. 

The early years of the twentieth century also saw the beginning of 
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legislation for the regulation of working conditions in the mining industiy. 
The Indian Mines Act of 1901 applied to all excavations with a depth of 
more than 20 feet and undertaken to dig up minerals. Women and children 
under 12 were prohibited from being employed in a mine on work involving 
risk. For other workers certain regulations to improve safety conditions 
and protect health were introduced. The Central Government appointed a 
Chief Inspector of Mines to supervise the working of the Act, while Pro- 
vincial governments were authorised to appoint inspection staff for mines 
in their respective territories. 

The First World War saw a considerable growth in the number of fac- 
tories and with it a slackening of the system of factory inspection. In the 
interests of production the authorities themselves had to relax some of the 
provisions of factory legislation during the War. When the war ended a 
comprehensive review of the existing factory law became necessary. Mean- 
while the International Labour Organisation had started working and its 
Conventions and Recommendations came to play an important part in the 
re-modelling ^f labour legislation in India. The trade union movement also 
became an important factor to reckon with in the post-war period and some 
of the long-standing demands of working class organisations, such as com- 
pensation for employment injury, came to be conceded by the authorities 
almost immediately after the war. 

The Factories Act of 1922 was made applicable to all establishments 
using mechanical power and employing 20 persons or more. Provincial 
governments were authorised to extend the provisions of the Act, at their 
discretion, even to workshops employing no more than 10 persons irrespec- 
tive of whether they used mechanical power or not. The lower age limit for 
children was raised to 12 years and no child below the age of 15 could be 
employed for more than 6 hours a day. For all adult woikers, male and 
female, hours of work were limited to 1 1 per day and fO per week. A weekly 
day of rest was to be provided to all workers and eveiy workei was to be 
granted an hour's rest aftei 6 hours of work. Provincial governments were 
asked to lay down standards of ventilation and other sanitary facilities in 
the factories. The number of factory inspectors was increased and their 
technical qualifications were raised. 

The Workmen's Compensation Act of 1923 recognised the important 
principle of employers’ liability for all injuries sustained by workmen in 
the course of their work. Scales of com ensation for workers were pres- 
cribed, the amount of compensation varying with the workers wages and the 
extent of disability suffered. Every' Provincial government was required to 
appoint a Commissioner for Workmen’s Compensation tor the settlement 
of all claims arising under the Act. Employers were made liable for repor- 
ting to the Commissioner any fatal accident occurring in the factory. The 
Act also contained a list of occupational diseases which entitled a worker 
contracting such diseases to claim compensation from his employer. 
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The Indian Mines Act was amended in 1923 . The scope of the Act was 
extended to all excavations for obtaining minerals , irrespective of depth* 
Employment of childien under 13 for underground work was banned. The 
weekly hours of work were limited to 54 below giound and 60 above 
ground. All woikers were to be given a weekly day of rest. The Act also 
authorised the Central government to prohibit underground work for 
women, but considering the economic difficulties that such a ban would 
involve for miners* families, the government did not impose any such ban 
until 1937. 

During the closing years of the 1920s laboui unrest spread all over 
India. The Government of India was alarmed at the growing influence of 
the Russian-inspired Communists over the country's labour movement and 
had to take measures to counteract this influence. Almost all the promi- 
nent Communist labour leaders were put behind prison bars by starting the 
Meerut Conspiracy Case in 1929. In the same year the Secretary of State 
announced the appointment of a Royal Commission on Indian labour 
under the chairmanship of Mr. J.H. Whitley. During the First World War 
Mr. Whitley had won recognition in England by evolving a system of com- 
mittees for joint consultation among employers and employees. Under 
his chairmanship the Royal Commission on Labour carried out extensive 
enquiries into labour conditions in Indian factories, mines and plantations 
and brought certain shortcomings of existing legislation to light. The 
Government of India had to undertake fresh labour legislation in the 
1930s to give effect to the Whitley Commission's recommendations, although 
it was not found practicable to give legal effect to all the reform* which the 
Commission suggested. 

The Factories Act of 1934 arose out of the recommendations of the 
Whitley Commission. This Act introduced a distinction between ‘perennial* 
and ‘seasonal’ factories fixing different limits for working hour-* in the two 
types of factories. In perennial factories the hours of work were limited to 
10 per day and 54 per week, while in seasonal lactone* they were left 
unchanged at the previously fixed limits of 1 1 pci day and 60 per week. 
Hours of work for children were reduced to 5 per day. Workers between 
15 and 17 years of age came to be designated as adolescents and could not 
be employed for full adult work unless they were certified fit for such work 
by appropriate medical authorities. Overtime work was regulated and 
higher pay was prescribed for such work. No worker could be assigned 
work in a factory in such a manner that he would be required to stay on the 
factory premises for more than 13 hours at a stretch. For children the 
spreadover of work could not exceed 7} hours. Provisions for safety 
and first aid in injury were tightened up. Creches for the use of the children 
of female woikers had to be provided by an employer in certain cases. 
Ventilation was to be improved and rest rooms provided for workers. 
Factory inspectors were given more adequate powers so that they could 
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direct a factory manager to remove such defects in working conditions as 
might endanger the workers’ safety and health. 

The Whitley Commission in the*** report described in detail the plight 
of the plantation worker* in the Assam tea gardens. These workers were 
recruited from densely populated areas of Bihar and U.P. and were taken 
to the tea gardens from where they could hardly return to their native pro- 
vinces. Their wages were very poor and employers dealt very haishly with 
them. The Commission outlined the type of regulation which they would 
like to see adopted for the tea garden woikers. Following their line of 
thinking the Government of India adopted in 1932 the Tea Districts Emi- 
grant Labour Act. It provided that recruitment of workers for the planta- 
tions must take place through licensed recruiting agents and proper cate 
must be taken of the workers during their onward journey to the tea gardens. 
The Act contained the important provision that all emigrant labourers- 
would be entitled to repatriation at the employer's expense on the 
expiry of three years from the date of their entering Assam. In cates of 
failing he:*!ta in certain other circumstances wefrkers might demand 
repatriation even earlier. The appointment of an official called the Con- 
troller of Emigrants was provided for in the Act. This official would be res- 
ponsible for administering the provisions ot the Act relating to transit and 
repatriation of the plantation workers. 

The Indian Mines Act of 1935 was also an outcome of the Whitley 
Commission's recommendations. This Act limited the working hours in 
mines to 54 per week for all types of work; for work above ground the daily 
limit was 10 hours and for underground work the daily limit was fixed at 
9 hours. All workers in mines were to be granted l hour's rest after six 
hours' woik. The minimum age for employment of chilJ. en in mines was 
raised by this Act to 15 years. The health and safety prov.dions in this Act 
were further strengthened by thiee amendments during 1936-40. 

Provision was also made m the 1930s for the regulation of hours of 
work of railway workers and the improvement of conditions of work of 
dock labourers. The Indian Railways Act of 1890 was amended in 1930 
with a new section providing for a weekly maximum of 60 hours w'ork for 
railway workers: workers whose duty was of an intermittent nature could be 
assigned work for 84 hours a week, but not more. Provision was also made 
for a weekly day of rest for the former category of workers. The Indian 
Dock Labourers Act, 1934 introduced a number of regulation * to improve 
safety conditions for workers engaged in ducks and wharves. 

Maternity Benefit Acts were adopted by several Provincial governments 
during the inter-War period. Bombay led the way in 1929, followed by 
Central Provinces (1930) and Madras (1935). But attempts to have a 
Central legislation on this subject proved deflective. 

The Whitley Commission's enquiries had revealed that in the Indian 
factories workers’ wages were not paid in time and were very often with- 
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held or subjected to fines and deductions on the slightest pretext. The Com- 
mission’s Report led the Government of India to legislate for the removal 
of these abuses. The Payment of Wages Act, 1936 provided for the timely 
disbursement of wages to workers and debarred employers from making 
deductions from wages unless specifically authorised under the Act. No 
wage period was to exceed one month and on the expiry of that period 
wages had to be paid within one week. 1 If a worker was discharged all 
sums due to him must be paid within two days. Fines and deductions were 
to be made only after notifying the employees about the natuie of the 
offences for which such fines were liable to be imposed. The fining of children 
was prohibited. On no account was the fine to exceed more than half an 
anna in the rupee of the worker’s earnings. Recoveries made from workers 
by way of fines had to be utilised for schemes of workers' benefit. 

Another legislative measure taken in the 1930s on the Whitley Commis- 
sion’s recommendation was the Employment of Children Act, 1938. This 
Act prohibited the employment of children below the age of 15 in handling 
of goods on the railways and in the ports. The Act was further amended m 
1939 to incorporate a provision that no child below the age of 12 could be 
employed in workshops where certain specified industrial processes 
match manufacturing) were canied out. 

The inter-war period also saw the beginning of legislation aimed at the 
peaceful settlement of disputes between employers and employees. The 
Fir^t World War produced a crop ol industrial disputes which continued 
to plague the industrial scene as long as the post-war boom lasted. The 
Government of Madras ptade the pioneer attempt > at State intervention in 
industrial disputes by setting up ad hoc courts of enquiry to probe into the 
causes of such disputes as they arose. These courts were intended only to 
bring out the facts involved in the dispute but would leave the settlement of 
the disputes to be evolved in due course undei the pressure ot public 
opinion. Need wa*, however, being felt for more elFeetive agencies which 
could take llic initiative in bringing about a settlement. In 1921 the Govern- 
ment of Bengal appointed a committee to make recommendations on the 
btl method of preventing and settling industrial disputes. This committee 
did not approve of any system of labour courts to settle disputes between 
workers and their employers, but preferred joint negotiations on a regular 
basis. A similar committee, set up by the Government of Bombay in 1932. 
came to the opposite conclusions. It considered joint negotiations unsuit- 
able for India and advocated a system of adjudication. The Government 
of India did not move in the matter until another wave of strikes in 1928-29 
forced its hands and led it to adopt the Trade Disputes Act -the first 
legislative measure for active State intervention in the interests of industrial 
peace 


h For factories employing more thru. 1.000 worker*, 10 day;. 
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The Trade Disputes Act of 1929 was adopted in the first instance only 
for five years. It provided for the appointment of Courts of Inquiry and 
Boaids ol Conciliation, as required, whenever both parties to an mdus- 
tnal dispute would apply lor sueii assistance for the settlement of their 
disputes. The tu act ion oi a Court of Inquiry would be to examine the 
issues involved in a dispute and the contentions of the parties involved, 
but not to give any binding judgment. The functions of a Board of Con- 
ciliation would be to induce the parties involved in an industrial dispute to 
come to a reasonable settlement, but not to force them to agree to any 
couise of action suggested by the Board. The Board was to try every means 
to produce an agreement between the two parlies and, in the event of failure 
to do so, was to submit a report to the government outlining the steps taken 
by it for the settlement of the dispute. 

The Trade Disputes Act also cuibed the right to strike to a certain extent 
by providing that (a) in the public utility services employees were required 
to serve a notice of not less than 14 da)s before going on a strike, and (b) 
strikes ergic-d -n lor purposes other than the furtherance of a direct dispute 
between workers and employers or strikes inflicting severe hardship on the 
community were to be considered illegal. Penalties were provided tor 
workers joining such strikes. 

Although the Trade Disputes Act was put on the Statute book in 1929, 
very little use was made of it in the ensuing years. Only after popular 
Ministries came to function in the Provinces in 1937 was the Act made use 
of to a greater extent. In 1938 the Act was amended primarily for the pur- 
pose of authorising Provincial governments to appoint a permanent staff 
of full-time conciliation officers whose services would be available to parties 
for mediation in industrial disputes. 

Meanwhile the Government of Bombay had in 1934 passed the Trade 
Disputes Conciliation Act which led to the appointment of a staff of con- 
ciliators who would actively participate in the negotiations between emp- 
loyers and the trade unions. The Act also provided for the appointment of 
a Labour Officer in factories to look after the interests of workers. A more 
stringent measure was taken after industrial disputes increased towards 
the end of the 1930s as prosperity returned to some extent in the Bombay 
cotton mills. In 1938 the Bombay Industrial Disputes Act introduced for 
the first time the principles of compulsory conciliation and voluntary arbi- 
tration. The former implied that all panics to an industry* dispute were 
required to refer their disputes to an appropriate agency for settlement and 
could not resort to strikes or lock-outs until conciliation proceedings were 
gone through. The principle ol voluntary arbitration was to be found in 
the provision that the disputing parties were tree at any time to retcr their 
dispute to an Industrial Court, specially constituted under the Act. This 
Court was also to avi as the final court of judgment in all cases relating to 
labour disputes. 
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The Provincial governments installed in 1937, after the elections under 
the Government of India Act 1935, took a great deal of interest in matters 
relating to industrial labour. At their instance committees were set up in 
several Provinces to make exhaustive enquiries into the conditions of 
workers in the important industrial centres of the country. The Bombay 
Labour Inquiry Committee (1937), the Kanpur Labour Inquiry Committee 
(1938) and the Bihar Labour inquiry Committee (1938) submitted reports 
containing much useful information about working class living conditions 
in India. 

As the Second World War broke out the number of industrial disputes 
at first rose. The rise in the cost of living during 1939- 40 led workers in 
many industrial centres to go on strike for realising their demand for ‘dear- 
ness* allowances. In January 1942 the Government of India took action 
under the Defence of India Act (Rule 81A of the D.l. Rules) to restrain 
strikes and lock-outs in the interests of war production. All strikes or lock- 
outs were declared illegal unless a fortnight’s notice was given. Any dis- 
pute could be referred to conciliation at the government’s discretion. In 
suitable cases a dispute could also be referred to adjudicators if the govern- 
ment so decided and the awards of such adjudicators would be binding on 
both parties to an industrial dispute. Compulsory adjudication which 
thus came to be introduced as a wartime emergency measure was later con- 
tinued as a more or less permanent feature of industrial disputes legislation 
in India. 

During the war years a number of measures were adopted to improve 
the efficiency and morale, of the working class in the interests of war pro- 
duction. The Weekly Holidays Act of 1942 provided a weekly holiday for 
all shop workers and authorised Provincial governments to declare at their 
option another day in the week as a half-holiday. The Factories (Amend- 
ment) Act of 1 945 introduced a system of paid annual holidays for all 
factory workers, an adult worker being entitled to 10 days’ leave and a 
child worker to 14 days’ leave after one year’s service. A Central Maternity 
Benefit Act for women workers in the mining industry was put on the 
Statute book in 1941 . Mine workers, a particularly unorganised group, 
were also the beneficiaries of such welfare legislation as the Mica Mines 
Labour Welfare Fund Act ( 1946 ), Coal Mines Labour Welfare Fund Act 
( 1947 ) and the Coal Mines Provident Fund and Bonus Schemes Act ( 1948 ). 
The origin of inspiration for such welfare legislation must be traced to the 
important Report of the Whitley Commission. 

Moreover, in 1944 the Government of India set up the Labour Investigation 
Committee, presided over by Mr. D.R. Rege of the Indian Civil Service, 
to implement- a Resolution adopted at the Tripartite Labour Conference 
in September 1943 . The Rege Committee prepared a set of useful reports 
on labour conditions in different industrial, mining and plantation centres. 
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The findings of this Committee were the basis of most of the labour laws 
adopted in this country during the period 1946-50. 

At the time of the transfer of power in 1947 Indian industries were 
passing through a phase oi depression. The post-war inflation was raging 
in full force, while installed industrial capacity remained underutilised 
owing to social and political- turmoil in the country and various bottlenecks 
which were largely a legacy of the war. The newly constituted Govern- 
ment oi India took early action to bring together employers’ and workers’ 
representatives in a conference where both parties were persuaded to accept 
a period of Industrial Truce. At the same time the government pledged 
itself to a Five-Year Labour Plan under which ameliorative measures were 
to be adopted and machinery for the peaceful settlement of labour disputes 
was to be set up. 

Under the programme so outlined several laws were enacted during 
1947-50. The most important of these were the Industrial Disputes Act 
(1947). the Factories Act (1948), the Minimum Wa’ges Act (1948) and the 
Employees 1 State Insurance Act (1948). 

The Industrial Disputes Act of 1947 provided for both conciliation 
and arbitration in the settlement of industrial disputes. A dispute could 
be referred to a Board of Conciliation after the efforts of Conciliation 
Officers to bring about a settlement failed, the officer concerned being 
required to report his success or failure within 14 days of the commencement 
of the conciliation proceedings. At the discretion of the appropriate autho- 
rities such a dispute where the initial efforts at conciliation have failed 
could also be referred to a Tribunal for adjudication. Disputes in public 
utilities were invariably to be referred to a Tribunal. Where necessary the 
authorities could also set up Courts of Inquiry to investigate into any matter 
connected with an industrial dispute. Strikes and lock-outs declared during 
the conciliation or arbitration proceedings were declared illegal. When 
the conciliation proceedings would result in an agreement, such an agree- 
ment would be binding on the parties for at least six months or for such 
longer periods as might be agreed upon by the parties. In the case of a 
binding award given by a Tribunal, the parties would oe bound by its terms 
for not more than one year or for such shorter periods as might be fixed by 
the authorities. In the public utilities notices of strikes or lock-outs had to 
be given at least 14 days prior to the event but not more than six weeks 
earlier. 

A feature of the Industrial Disputes Act was the institution of a system 
of Works* Committees in all industrial establishments employing 100 or 
more workers. The Works Committee was to be formed with representa- 
tives of both employers and workers, the number of workers’ representa- 
tives being at least equal to the number of employers’. The workers* 
representatives were to be chosen in consultation with their trade unions 
whenever registered unions functioned in the work-unit concerned. The 
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Works Committees were intended to promote measures to secure amity 
and good relations between the workers and their employers and to discuss 
matters of common interest with the object of composing any differences 
that might exist between the two parties. 

The Factories Act of 1948 extended the scope of factory legislation 
by making the Act applicable to all power-using establishments employing 
10 or more persons. In the case of establishments not using mechanical 
power the Act would apply only if they employed 20 or more workers. At 
the discretion of Provincial governments the Act could be extended to regu- 
late working conditions in even smaller establishments. The old distinction 
between seasonal and perennial factories was now abolished and the working 
hours in all factories were limited to 9 per day and 48 per week. Overtime 
work was permitted subject to certain maxima and the hourly rate for 
overtime work was fixed at twice the ordinary wage. The minimum age for 
employment of children was raised from 12 to 14 and their hours of work 
were limited to 44 per day. The upper age limit of an adolescent worker 
was raised to 18 years. Persons between the ages of 15 and 18 were required 
to be employed for 4V hours per day, like children, unless they had 
been certified fit to work as adults. Women employees were in no 
circumstances to be required to work for more than 9 hours a day. 
Women and children were not to work in a factory after 7 p.m. and 
before 6 a.m. All workers were entitled to half an hour's rest after 5 hours' 
work. 

The Act continued the provisions of holidays with pay which had been 
introduced as a temporary measure in 1945 during the Second World War. 
A worker was entitled to paid holidays calculated at the rate of one day 
for 20 days’ work subject to a minimum of 10 days per year. For a child 
worker the provisions were more liberal: he (or she) was entitled to one 
day’s leave for every 15 days worked subject to a minimum of 14 days in 
the year. 

Provisions relating to health and safety of the workers in a factory were 
further strengthened by this Act. F.vcry factory employing 500 or more 
workers was required to employ a Welfare Officer and representatives of 
the workers were to be associated with the welfare arrangements in a factory. 
The penalties provided for departing from the provisions of the Act were 
made more stringent than in the earlier Factories Acts and the system of 
factory inspection was considerably improved. 

A very significant measure, also adopted in 1948, was the Minimum 
Wages Act. This was the first enactment involving statutory regulation 
of the wage level, as distinct from the regulation of the wage period which 
the Payment of Wages Act had introduced. The scope of the Act was limited 
to 13 relatively unorganised industries where workers were likely to be 
‘sweated’. These industries were: woollen carpet making and shawl 
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weaving, rice mills and flour or dal mills, tobacco (including bidi) manufac- 
tories, plantations, oilmills, road and building construction, stone breaking 
or crushing, lac manufacturing, mica manufactories, public motor trans- 
port, tanneries and leather works, work under local authorities, and agri- 
cultural operations including farming, dairy, horticulture, poultry, forestry 
and timber works. 

Under this Act the Central and Provincial governments were empowered 
to fix minimum rates of wages for different categories of workers in the 
occupations specified above. Different wage rates could be fixed for dif- 
ferent types of work and tor different groups of workers. The Act enjoined 
upon the governments to lix appropriate minimum wages within two 
years of the coming into force of the Act; in the case of agriculture the 
period allowed was three years. Subsequently the period had to be extended 
for various practical difficulties. 

Wages fixed by statute were to be reviewed at le.^t once in five sears. 
In revising the rate* once fixed the governments were to appoint advisory 
committees consisting of representatives of employers and employees in 
equal numbers and several independent members not exceeding one-third 
of the total membership of a committee. To coordinate the work of the 
different advisory committees the Central government was to appoint a 
Central Advisory Board for the purposes the Act and with a composition 
similar to that of the advisory committees. 

Employers in the above-mentioned occupations were required to main- 
tain registers and records of their employees and of the wages paid to them 
and to make these available to Inspectors appointed by the government 
for scrutiny. Any employer who might he detected a* paying less than the 
prescribed minimum wages to an employee would b-* liable to penalties 
which could extend up to six months’ imprisonment or a fine of Rs. 500 or 
both. 

The Minimum Wages Act did not itself prescribe the scale of minimum 
wages but left the details to be drawn up later by the appropriate authorities. 
The wage rates were to come into force three months after notification in 
the official gazette. Before such notification the government’s proposals 
were to be either scrutinised by a committee appointed for the purpose or 
published for the filing ot objections by interested parties, a period of two 
months being given for the filing of such objections. 

The Government of India also adopted its first comprehensive social 
security legislation in 1948. In the period after World War II social security 
measures were being strengthened in almost every country. Britain, for 
example, .had made larger benefits available for sickness and old age on 
the basis of the famous Beveridge Report. The United States wps revising 
its social security . measures under the Wagner-Murray Plan. In India 
during the Second World War Prof. B.P. Adarkar had been asked to study 
the subject of health insurance for industrial workers. In his Report 
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published in 1944 Prof. Adarkar had outlined a scheme for social security 
payments for industrial workers during sickness, employment injury and 
similar contingencies. This scheme was subsequently examined by Maurice 
Stack and Raghunath Rao who were deputed to the Government of India 
by the International Labour Organisation. On the basis of the Adarkar 
Report along with the Stack-Rao modifications, the Government of India 
introduced an Employees’ State Insurance Bill before the Central Legis- 
lature in November 1946. It was approved by the Central Legislature in 
April 1948. 

The Employes' State Insurance Act was intended to make provisions 
fot both cash and medical benefits for workers and their dependants in cases 
of sickness, maternity and employment injury. Cash benefits were to be 
paid from a fund, called the Employees’ State Insurance Fund, which was 
to receive weekly contributions from both employees and their employers. 
The contribution of an employee was to vary in relation to his average daily 
wages, a worker with' a wage of less than one rupee per day being exempt 
from contributions. The employer’s weekly contribution was to be about 
Re. 0.40 for each employee earning less than Rs. 1.50 per day; for employees 
earning more than this amount the employer’s contribution was to be double 
that of the employee. 

The E.S.I. fund was to be used for making available four kinds of 
benefits: (a) sickness benefit, (b) maternity benefit, (c) disablement benefit, 
and (it) dependants’ benefit. All eligible employees were to receive, in the 
case of sickness, a legulap cash payment for a maximum period of 8 weeks, 
provided that theii sickness had lasted for more than three days. The 
amount of cash benefit in sickness was to be computed at half the average 
daily wage for a particular group of workers, workers being divided into 
eight groups for this purpose. Maternity benefit was payable to all 
eligible women at the rate of Re. 0.75 a day fot a period of 12 weeks. The 
disablement benefit was payable to employees disabled by injury sustained in 
course of employment. The payment was to be at the same rate as the sick- 
ness benefit ; the period of payment could be as long as the rest of his life 
if the employee was totally disabled by the injury. The dependants’ benefit 
was to be paid to the widow and children of a worker who died as the result 
of an employment injury. The rate of payment to a widow was to be three- 
fifths of what the disabled worker would have been entitled to receive and to 
each child two-fifths of such amount until the child reached the age of 
fifteen. 

The Act also provided for fiee medical benefits to sick workers and mem- 
bers of their families. Medical benefit was also made available to workers in 
cases of maternity and employment injury. The scale of medical benefit 
to be provided was to depend upon the Provincial governments which had 
to enter into agreements in this respect with the Employees’ State Insurance 
Corporation with a view to sharing expenses. 
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The E.S.I.C was the authority constituted under the E.S.I. Act to 
administer the scheme of Stale insurance. It was formed with nominees of 
the governments, both Central and Provincial, of employers’ and emp- 
loyees’ representatives, of the medical profession, and of the Central 
legislature, Members were appointed for a term of four years at a time. 
The executive functions of the E.S.I.C. were to be discharged by a 12- 
member Standing Committee which was to be re-constituted once every 
two years. The chief executive officer of the E.S.I.C. was the Director- 
General of Employees’ State Insutanee. For the administration of medical 
benefit under the Act the Central government constituted a Medical Benefit 
Council and appointed Medical Commissioner. 

The benefits of State insurance were initially made available to emplo- 
yees who earned not more than Rv 400 a month. The Act was implemented 
in stages, different industrial regions being brought within the scope of the 
insurance scheme by notification. In 1950 the benefits of the Act had 
been made applicable only to workers m Delhi and Ajmer- Merwara, but 
preparations were going on for extending such benefits to other areas. 


A Critical Review of Indian Labour Legislation 

The Government of India has been criticised by both employers and 
employees for us policies relating to labour. The employers have considered 
the government's labour legislation programme as ambitious and imitative, 
completely unrelated to the needs of the situation in India. In their view, 
the obligations imposed on employers under the various labour laws contri- 
bute, directly and indirectly, to raise the cost of production and weaken 
India's competitive position in the international mat sets. As for the 
employees, they have particularly resented the government’s legislative and 
administrative measures curbing their right to declar* a strike. The require- 
ment that a fortnight’s notice should be given to employers before resorting 
to a strike reduces the effectiveness of the strike as a weapon. The further 
requirement that no call for strikes or lock-outs can be given so long as 
conciliation proceedings arc pending puts a premium on intransigence and 
forces the workers to yield to employers' pressures, since the latter can 
afford to wait for the outcome of conciliation measures w 7 hile the former 
cannot. The employees further complain that employers can contravene 
many of the provisions of labour legi> T tion with impunity or with very 
light penalties. 

Generally speaking, India had, by 1950, built up one of the most com- 
prehensive labour codes to be found in any country at India’s level of eco- 
nomic development. The standards laid down by the International Labour 
Organisation had been accepted and measures were being worked out to 
attain those standards. However, the implementation of these measuies 
suffered because of the paucity of inspection staff and the backward state 
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of organisation among the workers. The best sanction of labour legislation 
in any country is the strength of the trade unions. Acting as watch-dogs 
on behalf of society, the trade unions can ensure that the intention of the 
legislature is not flouted by the managing and supervising staff on the 
factory floor. They can also act as a check on unhealthy collusion between 
employers, the inspection staff and a section of the workers for violating 
the provisions of the law. In India trade unions have existed at least since 
the early years of the present century. But their number has been small 
and for various organisational deficiencies their effectiveness has been 
rathei limited. To undeistand the reasons for the frequent infringement of 
labour legislation in India, which goes undetected and unpunished, one 
has to turn one’s attention to the state of labour organisation in the 
country. 


The Labour Movement in India 

The rise of a class of wage labourers in the middle of the nineteenth century 
brought India face to face w ith some of the problems of modern Capitalism. 
The modification of the wage bargain by some sort of collective action on 
the part of the wage-earners, the establishment of better working conditions 
through the exertion of joint labour piessure on the employer^ and the State, 
and the political education of the worker through working class organisa- 
tions, functioning not sporadically but in a continuous manner, came within 
the bounds of possibility. 

The first Factory Commission, wc have seen, was appointed in 1875. 
Though this Commission recommended certain measures for the regulation 
of conditions of woik in the cotton factories, the Bombay Millowners’ 
Association launched an agitation opposing “vexatious and useless restric- 
tions” in matters relating to labour and the Government of India was per- 
suaded to drop the draft legislation which was prompted by the Commission's 
recommendations. At this stage some philanthropists of Bombay, led by 
Sir Sorabjce Shapurjee Bengalee, took up the cause of the mill workeis and, 
having drafted a bill, sent it to the Governor of Bombay for his considera- 
tion (April 1878). The Poona Sarvajanik Sabha also added its voice to the 
demand for laboui legislation. A number of mill workers led by one 
Raghave Succaram presented a memorial to the legislative council in support 
of Mr. Bengalee’s bill. Thus although the influence of Lancashire cotton 
mill owners played a decisive role in Indian labour legislation in the initial 
stage, the workers’ point of view did not go entirely unrepresented. Social 
organisations, rather than class organisations of the woikers, were instru- 
mental in impressing upon the government the need for legislative inter- 
vention with factory conditions. 

In 1883 a Factory Committee was set up by the Government of Bombay 
to investigate the working of the Factories Act of 1881, This created an 
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occasion for some social workers, notably Narayan Meghajee Lokhanday 
of Bombay, to bring together the workers on a common platform. A 
memorial was drawn up on behalf of the workers and sent to the Chairman 
of the Bombay Factory Committee (November 1884). The memorial put 
forward the following demands: a weekly day of rest for all workers, a 
daily recess for half an hour, regular hours of work with abolition of night 
work, regularity in wage payment, and compensation for employment 
injury. About this time Lokhanday started publication of “Dinabandhu”, 
the first labour journal in India. 

By the time the Factory Commission of 1890 was set up, the idea had 
won acceptance that the worker-.' \iewpoint must be ascertained before 
any lresh measure of labour Icgiduxion was taken up Accordingly the 
Commission was asked to nominate one representative of the workers 
fiom the Province in which they might be carrying on their inquiries. The 
Commission examined 96 workers as witnesses before finalising its 
Report. 

The Bombay Milibands' Association formed in 1S90 may be regarded 
as the earliest working class organisation in India, although it is doubtful 
how far it functioned on a continuous basis. Its main work seems to have 
been to draw up petitions addressed either to the Factory Commission 
which was investigating labour conditions during that period, or to the 
Governor-General and the Millowners' Association. The main demand 
related to a weekly holiday, preferably on Sundays. This demand was 
conceded b> the F actories Act of lh91. 

The tea plantations of Assam were the scene of intense conflict between 
the planters and the indentured worhcis. The provisional recruiters 
(arkathis) took the workers to t he plantations by pain ng a rosy picture 
of working conditions there, but on arrival the workers would find nothing 
but a disguised form of slavery. The contract of employment, once signed, 
prevented them from leaving their jobs even if they wanted to do so. The 
tales of woe of the Assam plantation workers reached social workers in 
Calcutta and elsewhere and a movement was set on foot to redress the 
grievances of the workers there. A social ieformer of the Brahrno Samaj, 
Dwarakanath Gangopadhyay, visited the tea plantations disguising himselt as 
a coolie, since no outsiders would be admitted to the plantations. His reports, 
published in the Bengali ‘Sanjibam* edited by Krishna Kum ir Mitra and 
the English daily ‘The Bengalee' edited bv Surendra Nath Bancrjee, gave 
valuable publicity to the plantation workers' cause. In 188S the Bengal 
Provincial Conference adopted a resolution calling for the abolition of 
slave trade in the tea gardens of Assam. 

Among the jute workers of Bengal were also to be found thu early 
stirrings for organisation to bring about an improvement in working 
conditions. Sasipada Bancrjee wa*- *he leading spirit in this movement. He 
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founded the Baranagar Institute to work among the jute workers in the 
neighbourhood, established a Saving Bank to promote thrift among the 
workers and started a periodical called the 'Bharat Sramajibee\ 

Cases of workers refusing to woik until the redicss of their grievances 
were occasionally reported almost ever since the factory system of working 
began. Thus Buchanan reports a cessation of work by some woikers in the 
Empress Mills, Nagpur, in 1877.- Other instances of such action on the 
workers’ part can be found in the closing years of the nineteenth century. 
But these strikes by workers were usually sudden and sporadic, without 
the backing of any established workers’ organisations. It was only in the 
1890s that strike committees began to come into existence and the cessa- 
tion of work by the woikers began to assume a deliberate character. The 
strikes in Bombay cotton mills in 1892 and the jute workers’ strike in 
Budge Budge (Bengal) in 1895 seem to have been called to demonstrate 
the workers' solidarity behind their demands. 

The position of the working class became very strong in Bombay during 
the period of intense labour shortage in that city caused by the plague 
epidemic in 1896-97. The workers, for instance, could gel the employers 
accept their demand for daily payment of wages instead of monthly pay- 
ments. When the situation became normal and workers came back to 
join the mills in larger numbers the employers wanted to re-introduce 
monthly payments, but had to retreat in the face of workers' opposition. 
In July 1897 a general strike was staged on the issue of bonus payments. 
This strike was marked by a new militancy which was never observed 
before. The workers were slowly, but surely, being welded into a strong force, 
determined to fight their own battle against employers. But trade unions, 
properly so called, were yet to come into existence. 

The next phase in the development of the labour movement coincides 
with the political upheaval in Bengal following the partition of Bengal in 
1905 (the ‘Swadeshi’ Movement). Political and social workers m Bengal 
started working among the wage earning classes in a more systematic 
manner than hitherto and succeeded in bringing them together in several 
struggles, particularly against the European masters. Under the auspices 
of the Printers’ Union, Calcutta, which worked in fact as a strike committee, 
the workers in the Government of India Press struck work for about a 
month in 1905 and succeeded in getting most of their demands accepted. 
The workers of the Eastern Bengal Railways went on a strike the same 
year and in 1907 there was a strike by the workers of the Samastipur Rail- 
way Workshops. In Bombay the workers went on a 'political' strike for 
about a week when Bal Gangadhar Tilak, the nationalist leader, was sent 
to prison for a six-year term in 1908. In the same year there was an all- 
India Telegraph workers’ strike. Though there was as yet no established 
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all-India organisation of the Telegraph workers, the strike action was very 
succcsslully coordinated. Again, throughout the period before the First 
World War the working day in the lactories was being extended, night 
work being now made possible by the introduction of the electric light. The 
woikcrs resented this excessive demand on their time and energies and 
occasionally resorted to strikes to ventilate their grievances. The working 
class was gaining in solidarity and some amount of organisational activity 
was now noticeable, lhese organisations, however, were modelled more 
on the lines ol Mutual Aid Societies than on those of trade unions. Among 
the earliest instances ol such working class organisations may be cited the 
Amalgamated Society of Railway Servants of India and Burma (1897), 
the Karngar Hitvardhak Sabha, Bombay (1909), the Postal Unions in 
Calcutta and Bombay and the Indian Telegraph Association (1908). The 
Mohammedan Association, formed in Calcutta in 18^5, was a forum for 
workers belonging to a particular community and engaged in works of 
common benefit. The Indian I abour Union, also of Calcutta, was perhaps 
too shon-hvjii to deserve mention. * 

The First World War not only brought about a considerable increase 
in the number of factory workers, but also invested them with a new aware- 
ness of their strategic importance a social class. At the same time the 
rise in consumer prices, the relatively poor working conditions in many 
of the hastily const! ucted factories and the general feeling of insecurity 
among worker who were coming more and more to be permanently 
detached from their village moorings added to the necessity for working 
class agitation against the existing •'Ct-up. Both the political unrest inside the 
country and the revolutionary upsurge in Russia r, r.d Eastern Europe 
influenced the thinking and attitudes ot the leaders «' the working class 
movement in the immediate post-war period. 

The Madras Labour Union formed in 1918 can h regarded as typical of 
the institutions which were coming to work among the industrial labourers 
during this period. It arose as a textiles industry union and proved 
durable, later extending its membership to workers in several other indus- 
tries. It had a fairly large membership with regular subscriptions collected 
from members. For all these reasons it is generally regarded as the first 
Indian trade union of the modern type. 

The name of B.P. Wadia is intimately associated with the Madras 
Labour Union. Wadia was an ardent w ~ker in the politicu* field devoting 
himself to the Indian Home Rule Movement which was being carried on 
at this time under the leadership of Mrs. Annie Besant. Wadia s main pur- 
pose in entering the labour field was to carry the political movement to the 
factories, his principal target being the European-managed factories. Thus 
the Madras Labour Union was hardly inspired by economic grievances 
of the workers; it was more concerned with the personal relations between 
European mill assistants and the Indian workers in the textile mills managed 
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by Messrs. Binny and Company, a British managing agency group in 
Madras. 

About the same time attempts were being made to organise mill workers 
in Ahmedabad, Bombay and other industrial centres. In Ahmedabad 
several unions, initially formed by workers following the same craft (e.g. 9 
weavers, spinners, sizers, etc.) were amalgamated into the Ahmedabad 
Textile Labour Association in 1920. A leading role was played in this 
organisation by the associates of Mahatma Gandhi. Trade unions were 
also coming into existence in the cotton mills of Bombay. The railway 
workers and the operatives in the iron and steel industry were also coming 
under the spell of unionism. Not all of these unions were, of course, equally 
stable. Many of them came into existence as strike committees and 
dwindled in importance after staging a strike or two by their members. 

Strikes began to occur frequently since the closing months of 1918. A 
general strike of all cotton mill workers in Bombay was called in January 
1919 and caused serious unrest in the city. Next year (1920) Bombay saw 
another general strike in the textile industry, the workers staying out of 
work for a full month. There were a number of strikes in the Kanpur 
woollen industry, in the Calcutta jute mills, in railway workshops in 
Bombay and by cotton mill workers in Ahmedabad and Sholapur. The 
Ahmedabad workers’ strike deserves special mention because it was led 
by Mahatma Gandhi according to principles of action which have left an 
abiding mark on a section of labour leaders in India. The strike came to 
be regarded by them, not as an instrument of class struggle against capita- 
list employers, but as a' weapon for securing justice by following the paths 
of truth and non-violence. At the same time, the principle of voluntary 
arbitration by a jointly nominated arbiter came to the be held up as the 
most satisfactory method of solution of disputes in a modern industrial 
society. 

The establishment of the International Labour Organisation in 1919 
and India’s membership of this organisation hastened the formation of a 
common forum for all trade union workers in India who came together 
in the All-India Trade Union Congress formed in October 1920. The 
first session of the A.I.T.U.C. was held in Bombay in November 1920 
under the presidentship of Laia Lajpat Rai. In his presidential address 
Lala Lajpat Rai pomted to the need for an all-India organisation among 
workers since they had to struggle against both the Government and the 
employers who were organised on an all-country basis. At the time there 
were many who felt that the time for a countrywide organisation of labourers 
had not yet arrived in India. But the promoters of the A.I.T.U.C., 
notably Mr. N.M. Joshi, wanted to give a cohesive character to the labour 
movement in the country. They took the British trade union movement as 
their model. The very name ‘Trade Union Congress’ was borrowed from 
Britain. The idea of building up the trade union movement as an adjunct 
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to the national movement led by the Indian National Congress may also 
have played some part in the choice of the name. 

For several years the A.I.T.U.C. lived without a formal constitution 
and without much attempt to build up organisational links with individual 
unions. It held an annual session usually towards the end of the calendar 
year where one of its most important resolutions related to the choice of 
workers representatives at the I.L.O. session in Geneva. In the initial 
years there were several strands of thinking among the labour leaders who 
played a prominent part in the A.I.T.U.C. Mr.N.M. Joshi and his camp- 
followers wanted the labour movement to develop independently of the 
political movement for national liberation. They wanted trade unions to 
be concerned more with immediate economic issues than with social or 
political issues. A second group, of which Lala Lajpat Rai may have 
been an ardent supporter, wanted the working clas to develop its own 
political thinking and organisation, just as the British working class had 
come to form the British Labour Party. Another school of thinking 
favoured a cioi>e link-up between the Indian Natfonal Congress with its 
all-India political follow ing and the trade union movement. In addition to 
these three ways of thinking inside the country, the international Commu- 
nist movement also started influencing the A.I.T.U.C. at least since 1922. 
Communist workers started building labejr organisations in Bombay and 
Calcutta from 1923 onwards and their aim to bring the Indian labour move- 
ment within the fold of the international Communist movement became 
manifest in 1924 w'hen at the Calcutta session of the A.I.T.U.C. slogans 
were raised in support of international Communism. The Comintern 
was actively financing and helping in oth*r ways the r^wly oncoming trade 
unions which were only too eager to proclaim their “ecial character as 
organisations of the working class, while the older trade unions were charac- 
terised, not incorrectly, as organisations run for the workers by interested 
middle-class leaders. On the political plane the Communists started a 
Workers’ and Peasants' Party in 1928. 

After 1922 the textiles industries were passing through an economic 
depression and the trade unions did not find it oppoitune to press their 
demands on the employers. But beginning from 1926 there was again a 
spate of strikes in Bombay mostly under the influence of Communist leaders 
In 1927 the Communists succeeded in capturing a key post in the A. I. T.U.C- 
when Mr. S.V. Ghatc, a Communist la w leader, was elected as one of 
the secretaries in the organisation. The first day of May 1927 was celebra- 
ted by Bombay Communists and their followers as Labour Day, the first 
ever observation of the May Day in India. The Girni Kamgar (Red Flag) 
Union of textile workers in Bombay, set up in 1928, soon became a power- 
ful union under Communist leadership and played a leading part in the 
general strike of 1928 which lasted for over six months as well as m the 
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general strike of J929. Another powerful union under Communist influence 
was the G.I.P. Railway Union. 

The Government of India was concerned at the growing Communist 
influence on the Indian labour movement and, while ameliorative measure* 
were taken to pacify the working class, the Communist leaders of the work- 
ing class movement were put up for trial in the Meerut Conspiracy Case of 
1929. It is doubtful whether this removal of the leaders from the scene foi 
the time being remedied to any extent the newly found militancy of the 
working class movement in India. 

The split between the moderates in the trade union movement led by 
Mr N.M. Joshi and the militant Communist group which was widening 
for a number ot years finally came to a head in the Nagpur session of the 
A.LT.U.C. held in 1929. The moderate group left the parent body and 
formed the Indian Trades Union Federation. The Communists, together 
with the more militant section of the country's nationalists, took over the 
A.LT.U.C. But this union between the Communists and the ultra-nationa- 
lists did not last for more than two years. In 1931 the communist group 
left the A.I.T.U.C. and formed their own rival all-India organisation, called 
the All-India Red Trade Union Congress. This organisation played a lead- 
ing part in the strikes occurring in different industrial and mining centres 
during 1933-34, but as the country was passing through a deep industrial 
and agricultural depression most of these strikes failed to produce an> eco- 
nomic benefits for the workers. Meanwhile the Government of India once 
again decided to come to grips with the Communist elements m the labour 
movement. The Commuhist Party was banned and a number of trade 
unions were declared illegal because of their engaging in unlawful political 
activities. With the Communist influence thus waning the All India Red 
Trade Union Congress merged with the A.I.T.U.C. in 1935. At about this 
time a Socialist group was formed in the Indian National Congress. This 
group also joined the A.I.T.U.C. and worked for restoring unity in the 
Indian labour movement for the next few years. The Indian Trades Union 
Federation was accepted back into the A.I.T.U.C. in April 1938, when 
certain conditions put forward by the Joshi group were accepted by the 
leaders of the A.I.T.U.C. With the outbreak of the Second World War 
there occurred another split in the A.I.T.U.C. when a group of trade union 
workers led by Mr. M.N. Roy founded the Indian Federation of Labour in 
November 1941. The difference developed over the definition of the working 
Masses’ attitude towards the Second World War. While the A.LT.U.C. 
is a whole wanted to maintain an attitude of neutrality, the Royists 
idvocated active participation of the Indian working class in what they 
relieved to be an anti-Fascist war. 

The growth of trade unions in the inter-war period was speeded up due 
o many causes. Perhaps the most important factor was the sharp accen- 
uation of political conflicts, both between the British and the Indian nation- 
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alists and between the nationalist thinkers and the international-minded 
Communists. By 1926, when the Trade Unions Act was adopted by the 
Indian legislature, there were about 60 trade unions in the country affiliated 
to the A.L T.U.C . with nearly 1.5 lakh members. This docs not take account 
of the organisations of Government employees which had another 50,000 
on their membership lists. In 1927-28, the first year of registration of 
unions under the Irade Union Act, only 29 trade unions with a membership 
of 101,000 were registered. By 1940-41 the number of registered trade 
unions rose to 727 and their membership to over 5 lakhs, in spite of the 
depressed economic conditions in the 1930's membership of trade unions rose 
steadily. With the revival of the economy after 1937 theie was a faster rate 
of growth of membership. Industries which had earlier remained unaffected 
by unionism began to be drawn into the trade union movement in the early 
years of the Second World War. 

The A. 1. T.U.C. continued to be used as a common platform by the 
nationalist trade union leaders and their Communist counterparts up 
to 1942. In that year the Communist- changed their attitude towards 
the Second World War, now regarding it as a ‘people’s war’, as, with 
the entry of Russia into the war. the chat \cter of the war had completely 
changed. The A l.T.U.C. was dominated b\ the Communist group for the 
remaining years of the war. The nationalist ’eaders were forced to evolve 
their own line of action in those working c!a<s centres, e.g Ahmedabad 
and Jamshedpur, where their following was still strong. 

The Indian Federation of Labour under the Royists grew very strong 
in the labour field during the war years. With its policy of support to the 
war from the very early days of the war, it enjoyed ,1 c patronage of the 
Government of India. When the I.F.L. was formed i.. 1941 only about 
100 unions were affiliated to it. By 1944 the number of affiliated unions rose 
to 222. It claimed a membership of 3 lakhs in 1941 and over 4 lakhs in 
1944. In 1943 the I.F.L. staked its claim to be declared as the only represen- 
tative organisation of the Indian working class and asked the Government 
of India to cease nominating A. l.T.U.C. representatives to workers' con-* 
ferences. The Government of India could not at that time investigate the 
relative membership strength of the two central labour federations and 
adopted a policy of nominating workers' representatives from both the 
organisations in alternate years. After the war the Governm< nt of India set 
up an Inquiry Committee in 1946 under ihe Chief Labour Commissioner to 
ascertain the representative character of the two rival organisations. On his 
recommendation the A. l.T.U.C. came to be recognised once again, as the 
most representative central federation of Indian trade unions. 

During the Second World War there was a tremendous spurt m indus- 
trial activity which created an opportunity for trade union leaders to bring 
more workers into the union fold. The importance of unionism was enhanced 
by the new labour policy of the government which laid stress ontri-partite 
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consultation machinery in ail matters relating to labour. The Indian 
Labour Conference, consisting of representatives of employers, trade 
unions and the government, came to be established in 1942. One feature 
of trade unionism during the Second World War was the unionisation of 
larger sections of the white-collar employees. 

The post-war years with their problems of retrenchment and rising costs 
of living gave further impetus to the trade union movement. The emphasis 
given in Indian labour policy on adjudication of labour disputes called for 
the existence of labour unions in every industrial or commercial organisa- 
tion where emplover-employee disputes could crop up. Political parties 
have also been active in multiplying the number of unions subscribing to 
their own creeds. For all these reasons there was a sharp increase in 
the number of registered trade unions and their membership. In 1950 51 
there were 3,766 registered trade unions in India. The number of unions 
submitting returns to the Registrars of Trade Unions was only 2.002. 
Among them they had 17.57 lakh members. The average number of mem- 
bers per trade union, an indicator of trade union strength, has been dec- 
lining in recent years as the unions have spread to smaller work-places and 
workers have been split by political loyalties. 

The domination of the A.l.T.U.C. by the Communist group had set 
nationalist trade union leaders a ticklish problem. If they broke away from 
the A.l.T.U.C. and formed their own federation, they would be charged 
with injecting politics into the trade union movement. If they stayed with 
the A.l.T.U.C. they would be unable to check what many of them charac- 
terised as ‘leftist misadventures'. The problem assumed great importance 
on the eve of the transfer of power in 1947. The prospects of a Congress 
government with a Communist-led A.l.T.U.C. at the helm of the labour 
movement was none too pleasing to the would-be rulers of the country. 
Accordingly the Working Committee of the Indian National Congress in 
their resolution of August 13, 1946. advised Congressmen to withdraw 
from the A.l.T.U.C. and build up their own national labour organisation. 
The Indian National Trade Union Congress was formally inaugurated at a 
conference of Indian National Congress leaders and trade unionists opposed 
to the Communist ideology on May 3, 1947. It was supported by over 200 
trade unions claiming a membership of over 5.7 lakhs. By 1950 the 
I.N.T.U.C. grew much stronger than the A.l.T.U.C. in the number of affiliated 
unions as well as in membership. The I.N.T.UvC. had 1,043 affiliated 
Unions with 14.3 lakh members, while the A.l.T.U.C. claimed 722 unions 
with 7.3 lakh members. In June 1948 the I.N.T.U.C. was recognised as 
the most representative national federation of trade unions. 

The Congress Socialist Party which cooperated with the sponsors of the 
I.N.T.U.C. in 1947 were forced to leave the Indian National Congress the 
very next year and started their own central federation, the Hind Mazdoor 
Panchayat, in December 1948 In 1949 the remnants of the Indian Fcdera- 
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tion of Labour merged with this federation which came to be re-christened 
as the Hind Mazdoor Sabha. In 1950 it had 306 affiliated unions and 
claimed 3.3 lakh members. 

A number of political and non-political groups which had left the A.I.T.U.C. 
in 1947 but could not sec eye to eye with the policies adopted by either 
the l.N.l.U.C. or the H.M.S. launched their own central federation, the 
United Trade Union Congress, in April 1949. In 1950 the number of unions 
affiliated to the U.T.U.C. was 460 and membership claimed was 6.99 lakhs. 

Besides these lour central federations of trade unions, there existed a 
number of all-India working class organisations which functioned inde- 
pendently of the central federations. The most prominent unions in this 
class were the National 1 ederation of Indian Railwaymen, the All-India 
Port and Dock Workers’ f ederation and the All-India Mine Workers’ 
Federation. Most ol the unions of middle-class (white-collar) employees 
which were organised in the post-war period ’.ave not sought affiliation 
with any of the central federations. Examples are the All-India Bank Emp- 
loyees' Association, the Confederation of Central Government Employees 
anu the insurance Workers’ Federation. The multiplicity of unions, often 
working for conflicting courses of action inside the same work-place, creates 
problems for worker^, employers and the government alike; simple solutions 
to such problems are not yet within sight. 

Trade Union Legislation 

The early workingmen's associations did not usually seek legal recogni- 
tion or, if they did, were legalised according to the provisions of the Com- 
pany Law. The Amalgamated So«'i- m ty of Ra ? L* iy Servants formed in 
1897 was incorporated under the Indian Computes Act of 1882. Under 
the English Common Law an association ot workers seeking to interfere 
with the IVeely struck bargains between employers and their workers, such 
as a trade union, was regarded as based on an agreement in restraint of 
trade. As such it was liable to legal suppression. Advantage was taken of 
this legal loophole in 1920 by Messrs. Binny & Co. in their dispute with 
the Madras Labour Union. Mr. B.P. Wadia and nine other office-bearers 
of the Union were charged with the offence of inducing workeis to break 
their contract of employment and sued tor damages. The Madras High 
Court granted a decree in favour of the Company for Rs. 75.000. It then 
became clear that, if trade unions tins country were to function without 
obstruction, legal protection on the lines enjoyed by British trade unions 
must be made available to them. With this end in view Mr. N.M. Joshi. 
one of the founders of the A.I.T.U.C. and the nominated member represen- 
ting labour interests in the Indian legislature, brought up this matter in the 
legislature through a resolution in March 1921. The Government of India, 
however, was not yet prepared to adopt legislation tor this purpose. It was 
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only in 1925 that the authorities could be persuaded to draft a bill and 
present it to the lcgislatuie. This bill was passed in Febiuary 1926 as the 
Indian Trade Unions Act. It came into force on 1st June, 1927. 

The Trade Unions Act provided for the legal registration of trade unions 
on a voluntary basis. Any seven or more members of a trade union could 
apply to the Registrar of trade unions of a Province to have their union 
registered. The application .for registration had to give details about the 
rules of the union, particulars about the members submitting the applica- 
tion, the name and address of the trade union and the names, addresses and 
occupations of the office-bearers of the union. If the union was more than 
a year old, it had to furnish in addition a statement of its assets and liabili- 
ties. A trade union would be refused registration if its rules, as disclosed, 
did not provide for such matters as a statement of its objectives, the manner 
of admission of members and election of office-bearers, the purpose for 
which it would spend its funds and so on. Not less than half of the office- 
bearers of a registered trade union had to be persons actually engaged or 
employed in the industry with which the trade union was concerned. No 
person below the age of 15 could be admitted as a member of a registered 
trade union and no member could become an office-bearer unless he had 
attained the age of 18. All members were to have free access to the account 
books and list of members of their trade unions. 

The funds of a registered trade union could not be spent for other than 
the following purposes: salaries, allowances and office expenses; prose- 
cution or defence of legal proceedings of which the trade union was a party ; 
conduct of trade disputes; compensation to members for loss arising out 
of trade disputes; sickness, accident and similar other benefits to members 
or their dependants; undertaking insurance liabilities on behalf of members; 
educational and social benefit schemes undertaken for members or their 
dependants; cost of publishing periodicals: and payment of contributions 
to other agencies working for any of the above objectives, provided that 
such contributions must not exceed in any particular year one-fourth of the 
total income that has accrued to the trade union up to that year. A trade 
union might constitute a separate fund for the promotion of the civic and 
political interests of its members, for example, defraying the election 
expenses of a candidate in an election, but contributions to this fund must 
remain voluntary. The rules of a trade union must provide for an annual 
audit of its accc mts, the manner of such audit being prescribed by the 
government. 

The fulfilment of these condition? would entitle a trade union to regis- 
tration. A certificate of registration issued by the Registrar of Trade 
Unions in the Province conferred on the registered trade union certain 
privileges and immunities. No officer or member of a registered trade union 
would be held liable to pet.altics for conspiracy simply because he cons- 
pired against employers so long as he was associating with others lor the 
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furtherance of the stated objectives of the trade union. He was also not 
liable to be sued in a civil court for damages simply because he was inducing 
workers to break their contracts of employment or interfering with the 
business of the employer. Even if individual members of a trade union com- 
mitted an oflence involving a breach of contract the trade union would 
not be liable for his action if it could be proved that the member in question 
acted without the knowledge of or contrary to the express instructions issued 
by the executive of the trade union. 

The certificate ot registration of a trade union could be withdrawn or 
cancelled by the Registrar, after giving two months’ notice to the trade 
union concerned, it the trade union furnished false information or contra- 
vened the provisions of the Trade Union Act. If the application for regis- 
tration was rejected or if notice was given of cancellation or withdrawal 
of registration the aggrieved trade union could apntal against the Registrar 
to Civil Courts with the appropriate jurisdiction. 

A registered trade union was required under the Act to send annual 
retu.rv* ^ the Registrar relating to its incomes and expendituie as well as 
its assets and liabilities. The returns had also to contain all particulars 
relating to changes made in the trade union's rules and in its office-holders 
during the year. Fines for non-submission of such returns or penalties for 
wilfully deceiving a member of a trade union by supplying him false infor- 
mation regarding the rules of the trade union were laid down in the Trade 
Union Act 

Registration under the Trade Union Act did not by itself make a trade 
union acceptable to employers. A trade union’s status as an agent for bar- 
gaining on behalf of its members depended primarily on its membership, 
organisational strength and the presence ol absence f rival trade unions in 
the same sphere of activities. Measures to provide ur collective bargaining 
with one representative union among the workers in an industry have 
often been talked about. However, a formal procedure to assess the repre- 
sentative character of the bargaining trade Union still remains to be 
worked out in detail. 


Labour Legislation and Labour Policy under the Five \ear Plans 

Several Laws aimed at the amelioration of working conditions for organised 
labour and giving them greater sceunty were adopted b\ the Indian Parlia- 
ment in. the period after 1951. Among these are: Plantations Labour Act 
0951), Employees' Provident Funds Act (1952), Mines Act (1952), Mater- 
nity Benefit Act (1961), Payment of Bonus Act (1965), Contract Labour 
(Regulation and Abolition) Act (1970), Bonded Labour System (Abolition) 
Act (1976) and several other measures. A number of welfare funds were 
created to provide amenities to workers in mines.. To promote the policy 
of workers’ participation in management, a new Article (Article 43-A) was 
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inserted in the Constitution of India under the Directive Principles of State 
Policy making such participation one of the cardinal principles of the 
country’s labour policy. 

The Plantations Labour Act (1951) was made applicable to all planta- 
tions under tea, coffee, cinchona and rubber provided that the plantation 
was at least 25 acres in size and employed not less than 30 workers. The 
Act made it obligatory on employers to provide certain essential amenities 
to workers in plantations, such as drinking water and latrines, and ade- 
quate medical facilities, A canteen was to be provided in all plantations 
employing 1^0 or more workers and a cieche in all plantations employing 
50 or more female workers. Hours of employment for adult workers were 
fixed at 54 per week with a maximum spread-ovei of 12 hours per day. For 
adolescents and children only a 40 hour week was permitted. Provision 
was also inscribed for a weekly holiday and a test interval of half an hour 
after every 5 hours’ woik. Children below the age of 12 were not to be 
allowed to work in plantations. Night work (7 p.m. to 6 a.m.) for women 
and children was also made illegal. Annual leave for the plantation worker 
was also provided for, at the rate of one da> for every 20 days’ work for 
adults and one day for 15 days’ work in the case of children or adolescents. 
In 1960 the Act was amended to check evasion of its provisions throueh 
splitting of size of existing plantations. 

The Indian Mines Act (1952) was adopted to bring down the hours 
of work in mining operations to 48 per week. No worker wa* to work for 
more than 9 hours a day above ground and more than 8 hours a day m 
underground mines. The maximum spread-over of work was to be 12 hours 
a day above giound and 8 hours below. The rate of ovei-time pay was to 
be 1-J- times the ordinary wage for workers above ground and twice the 
ordinary wage for workers below the surface. Workers were not to be 
allowed to work underground until the attainment of 18 years of age. For 
workers between the ages of 15 and 18 the maximum permissible period of 
work was to be 4$ hours per day. Underground work was prohibited 
for female workers, as well as work during the houis between 7 p.m. and 6 
a.m. Provisions was also made in the Act for a weekly holiday and annual 
leave (for monthly paid employees, 14 days for 12 months’ continuous 
service; for weekly paid employees, 7 days). Fmployers were required to 
provide such amenities as canteens, creches for children and rest-shelters. 

The Employees’ Provident Fund Act (1952) applied in the first instance 
to factories employing 50 or more workers in six industries, viz., textiles, 
cement, cigaiettes, iron and steel, paper and engineering goods. The scope 
was extended by subsequent amendments. Initially only workers earning 
less than Rs. 300 a month were covered, but later this limit was also raised. 
The objective ot the Act was to set up a fund, to be administered by a Cen- 
tral Board of Trustees nominated by the Central Government, to which 
both employers and employees during their working lives were to make 
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regular contributions and which would be used to provide benefits to 
workers on their retirement trom active employment. Initially the contri- 
bution from both employers and their employees was fixed at per cent 
of an employee s total emoluments. J his was subsequently raised to 8 per 
cent. An employee would be entitled to receive the full amount of his emp- 
loyer s contribution only if he had put in 15 years of service; for shorter 
service periods the amount received would shrink. But he was always 
entitled to get back his own contribution to the fund with appropriate 
interest. By 1980 the benefits of the Act had been extended to nearly 1 crore 
workers. 

The Payment of Bonus Act (1965) was aimed at securing for employees 
a share in the profits of the concern where they were employed The Act 
was made applicable to all factories and establishments with 20 or mote 
woikers. The minimum annual bonus for an emplovee was to be 4 per cent 
of his salary or wages during the accounting year or Rs. 40, whichever was 
higher. This minimum amount was to be paid, irrespective of the level of 
profit . i maximum was fixed at 20 per cent of wages and dearness 
allowances. To be eligible for bonus payment a worker must have worked 
for at least 30 days during the year. For being eligible to the full amount 
of bonus, the worker must attend to his work during all the working days. 
On the recommendations of the Bonus Review Committee (1972) the 
minimum amount of bonus was raised to 8.33 per cent, which is equivalent 
to one month’s salary subject to a minimum payment of Rs. 100. This 
amount could be regarded as ‘deferred’ wage, since it had to be paid irres- 
pective of the profitability of the bonus-paying establishment. In respect 
of profit-earning concerns the Act laid down that 60 pei cent of profits, as 
defined in the Act, was to be set aside for the payment jf bonus to employees. 
However, employees with earnings above certain amounts, notified from 
time to time, were not eligible for bones payments. 

Finally, a brief reference may be made to the Bonded Labour System 
(Abolition) Act (1976). The system of semi-seivile. even totally servile, 
labout was a feature of Indian rural life, particularly since the system of 
money-lending came to acquire importance durins? the British days. A 
person lending money to a landless rural worker could impose bondage 
(that is, unpaid or poorly paid labour service) on the borrower and his 
succeeding generations. Estimates of the numbers of such bonded labourers 
have varied between 3.5 lakhs and 22 1 'khs, but returns r^eived from State 
governments showed their number to be only 1.2 lakhs. Obviously these 
figures differ because of differences in the concept of ‘bonded* labour. The 
Act of 1976 made illegal the system of holding labout in bondage and pro- 
vided for the tehabilitation of such labourers at State expense. 

The Government of India also initiated surveys of the working and 
living conditions* of rural labour in 1°50-51, 1956-57, 1963-65 and 
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1974-75. 3 Though these surveys yielded valuable data and helped in the 
construction of index numbers of wages for agricultural workers, they also 
revealed that the implementation of the Minimum Wages Act (1948) in 
respect of agricultural and other less organised workers had remained per- 
functory. Weakness in State-level law-enforcing machineiy, coupled with 
the slow growth of trade unions among rural workers, has served to main- 
tain, and even widen, the disparities between their earnings and those of 
workers in organised industries. 


3, The first two enquiries were limited to rural agricultural labour households. 
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A History of Indian Currency 
and Exchange 


In the early part of the nineteenth century the Indian currency situation was 
extremely confusing. The Mughal mints located in several places in the coun- 
try issued both gold and silver coins which were intended to circulate at a 
fixed ratio. But the ratio of exchange between these different kinds of coins 
fluctuated according to the current demand and supply of bullion. In addi- 
tion to the Mughal coins, there were others issued by princelings who had 
declared themselves independent or semi-independent: the right to issue 
coin* i.tvler one's own seal was regarded as a mark of independence from 
suzerainty. No official measures could be adopted to keep all these various 
coins circulating in a fixed ratio with another. In this situation professional 
money-changers, who maintained stocks of all kinds of coins and were pre- 
pared to exchange one kind for anothei at a price, carried on a thriving 


business. 

In 1806. after several experiments with bi-metallism, the silver Rupee 
was officially accepted by the East India Company as the standard coin. 
But Rupees of varying weights and fineness still continued to be minted in 
different parts of the country. The important cmrency measure of 1835 
defined the Rupee as a silver coin ot ISO grains (uoy) 11/12 ths fine (i.c., 
containing 165 grains of pure silver) and provided for the minting of only 
such coins in the official mints. There was no restriction on the minting of 
silver; any one tendering silver could get from the mint an equivalent num- 
ber of Rupee coins by paying a small charge for the coinage. 

The declaration of the silver Rupee as the only official currency meant 
in effect that gold was demonetised. The prevailing gold coins, however, 
still passed from hand to hand. Even government treasuries weie prepared 
to receive them in discharge of public obligations, but they were not issued 
back into circulation. After January 1. 1853. gold coins were declared as 
unacceptable to public treasuries a the price of go'J was continually 

failin'* at that time because of the great gold discoveries in Australia and the 

U.S.A. The amount of circulating media was thus considerably reduced a 
a time when internal and external commerce were bot expan mg. 
relieve the current monetary stringency three proposa s were mam yc 
vassed, nr., (I) lo introduce gold coins circulating in a lxe ra 10 ** 
silver Rupee (the bimetallic system), (2) to encourage the use of paper 
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notes by direct government issue of such notes instcud of leaving the busi- 
ness of note-issue to banks, and (3) to develop the system of commercial 
banking to a fuller extent so as to obviate the need for both coins and notes. 
Mr. Charles Wilson, the first Finance Member ot the Governor-General's 
Executive Council constituted aftei the Mutiny, preferred the second alter- 
native and wanted to base the paper currency on the proportional reserve 
system which was expected to impart greater flexibility to the note issue than 
the fixed fiduciary system on which the English paper currency had been 
based in 1844. Mr. Wilson, however, died before the reforms came into 
effect. H is successor, Mr. Samuel Laing, changed the basis of the note 
issue by adopting the fixed fiduciary system. The fiduciary limit was fixed 
at Rs. 4 crores, the rest of the paper currency being fully backed by silver 
or gold bullion. Since gold was no longer in use as cuirency, the maximum 
limit for the use of gold in the metallic reserve was laid down as 25 per cent 
of such reserve. 

Both Mr. Laing and his immediate successor. Sir Charles Trevelyan, 
continued to be pressed by paucity of currency in circulation and Trevelyan, 
in particular, sought to relieve this stringency by permitting gold Sove- 
reigns minted in England and Australia to circulate in India as legal tender 
coins at the fixed rate of £1 --Rs. 10. The Secretary of State for India was. 
however, opposed to the bi-metallic system and rejected the proposal for 
making gold Sovereigns legal tender. Gold coins, however, became accept- 
able once again in payment of Government dues and paper notes could 
be issued in exchange for gold coins held in the metallic reserve. These con- 
cessions were made. into law by two Notifications in 1864. Subsequently, 
as a result of a slight fall m the market value of silver, gold became under- 
valued at the current rate. On the recommendation of the Mansfield 
Commission set up in 1866 the gold Sovereign was slightly revalued and the 
revised parity was declared as £1-Rs. 10.5. But as silver prices continued 
to fall, the bi-metallic arrangements were finally given up in May 1874. 

The fall in silver prices that began in 1873 continued for several years, 
mainly due to ovcr-pioduction in the world’s silver mines. There had been 
a marked decline in the demand for silver as most West European countries 
definitely cast off silver from their currency system and adopted gold as the 
single monetary standard. The price of silver fell from about 60d. 
per ounce in 1872 to 29d. pcf ounce in 1894. As silver lost its value in 
relation to gold, the silver Rupee began to depreciate in terms of 
the Pound Sterling which was based on gold. The Rupee which 
equivalent in 1872 to Is. 10.7d. was reduced in value to about Is. 2.5d. 
in 1894. 

The continued fall in the value of silver, and consequently in the sterling 
value of the silver Rupee, created a lot of difficulties for the government 
and the trading public. Every fall in the value of the Rupee meant that the 
Government of India had to find a larger number of Rupees to make the 
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same sterling payment. As the ‘Home Charges’ were sterling obligations, 
their Rupee burden increased and additional taxation became necessary to 
meet this added burden. Besides as nobody could predict the exact course 
of the fall in silver prices, the Government’s budgetary estimates became 
subject to uncertainties. As it used, to be said at the time, the budget 
became a ‘gamble’ m the exchanges. 

British officials, seeking to remit money from India to England, found 
the value of their salaries, leccived in Rupees, continually declining and 
clamoured for compensation to meet such unforeseen losses. For British 
goods higher Rupee prices had now to be paid and this discouraged imports 
of machinery. British investors were discouraged by the fact that profits 
made in India were losing their \alue in relation to sterling. At the same 
lime, export prices expressed in sterling were lower and exports were likely 
to be encouraged. It is doubtful, howevei. whethe*- the supply of exports 
was elastic enough to enable Indian exporters to sell more at the lower 

prices. ' 

To an cm the fall in the value of silver, proposals to adopt bi-metallism 
on an international basis weie often discussed. But after the International 
Monetary Conference held at Brussels m 1X92 filled to throw up a generally 
acceptable solution, all hopes of a restoration of the value of silver were 


given up. , 

Since silver was fast losing its value, the issue of adopting gold as the 

monetary standard once again became a live issue in India. On the initia- 
tive of Sir David Barbour, then Finance Member, the Government ot 
India addressed on August 2. 1X92. a despatch to the Secretary of State 
seeking permission to adopt gold as the monetary standard. It was proposed 
in this despatch to slop the fiee coinage of silver ana io open the min so 
the free coinage of gold. In October 1892 these proposals ^re referred by 
the Secretary of State to a Committee presided wer by Lord Herschel. 
In their Report the Committee recommended that though the f iee c * 
of silver should be suspended, the Government should continue to ha e 

silver coined in response to demand or m exchange or - 0VL u ‘ „ h ll 
of £1 - Rs is (/.c.. Re. 1 ls.4d.V The recommendations ot the Herschell 

Committee were given effect to by three Notifications 

1893. By the first, the Government undertook to give rupees m h ^ 

for gold at 7.53344 grains (fine) for a Rupee. the Le rate 

second made Sovereigns recewabe P ; autWorised the 

(which was equivalent to Ant . Thi * Herschell 

of paper Mas apai.Pt a r«r»e ia gold or 

1 r h r :aCrcS h »r su^ nl .sc o b tr« » e , rip^d'; 
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The supply of silver rupees fell and the rupee-sterling exchange rose. A 
contributory factor in the rise of the Rupee exchange was the lecovery in 
geneial world prices after 1896. 

In 1898 the Government of India submitted another set of proposals 
for the establishment of a gold standard in India with a gold coin as the 
principal circulating medium. The proposals were once again referred to 
a Committee under the presidentship of Sir Henry Fowler. The Commit- 
tee agreed to the eventual establishment of a gold standard in India with a 
gold currency whose volume would vary according to the free inflow and 
outflow of gold. With this end in view they recommended the continuance 
of the existing policy regarding the closure of mints to silver. The mints, 
they recommended, should be opened as early as possible to the free coin- 
age of gold. Pending final arrangements regarding this, the gold Sove- 
reign, they felt, should be declared as unlimited legal tender in India at the 
already accepted rate, viz., £l=Rs. 15. The Government of India was not 
required at this stage to accept an unlimited liability of giving gold for 
rupees, but if gold was needed for purposes of external remittance, as indi- 
cated by the value of the Rupee falling below the lower ‘specie’ point, the 
Government was to make gold available for such purposes. To obtain the 
gold necessary for meeting this obligation the Government of India was 
advised to set up a Gold Reserve by buying gold and sterling securities with 
the profits of rupee coinage. 1 Since the ultimate object was to reduce the 
importance of silver in the coinage, fresh silver rupees were not to be coined 
until the proportion of gold in the currency was found to exceed the require- 
ments of the public. . 

The Government of India put into effect all the recommendations of the 
Fowler Committee except the one relating to the establishment of gold mints 
in India. The result was the establishment of a gold standard without a 
gold currency, gold being made available only for purposes of foreign remit- 
tance. This type of currency arrangement came to be known as the Gold 
Exchange Standard. In practice, since the bulk of Indian remittances was to 
England, the system operated as a sterling exchange standard. 

The Gold Exchange Standard enabled the country to have the benefits 
of a stable foreign exchange rate with othci gold standard countries with- 
out having to maintain a large gold reserve for maintaining the converti- 
bility of domestic currency into gold. Normally Indian remittances to 
England could be financed out of the proceeds of India’s commodity export 
surplus, so that transfer of gold would be unnecessary. It was only in years 
of abnormally low exports that the gold reserve would be called upon to 
provide the needed funds. Thus a comparatively small gold reserve would 
suffice to keep the system in operation. Moreover, the reserves could con- 

1. Since the Rupee was now a “oken' coin, its value was gi eater than the cost of silver 
it contained. 



4 History of Indian Currency and Exchange 229 

veniently be located in an important foreign financial centre and could earn 
some interest on being invested there. A gold reserve located in the home 
country would have been completely sterile. In emergencies the assets in 
the reserve could be speedily disposed of in the foreign financial centre and 
foreign creditors easily satisfied. Thus the gold exchange standard came 
to be looked upon as a system well suited to the needs of a debtor country 
like India. 

Since the Government of India had bound itself to give 15 rupees for 
£1, the sterling value of the Rupee could not rise above this rate (Re. 1 = 
ls.4d.) by more than the cost of sending out gold Sovereigns to India. In 
other words, the upper limit to the sterling value of a rupee would be, say, 
l$.4Jd. To prevent the rupee from falling much below its accepted 
official value, the Government undertook to sell sterling bills in unlimited 
amounts in return for rupees tendered in India. These bills would be drawn 
on the Secretary of State in London who would giv** for them sterling at a 
rate not below ls.J^d. Thus the sterling value of the rupee would be 
prevented from falling below this lower limit. 

Tlr oj vsution of this system was facilitated by the fact that remittances- 
from India to the Secretary of State in England had to be regularly arranged. 
This gradually took the form of periodical sales in England of Council 
Bills and telegraphic transfers on India. Traders in England who owed 
funds to India could discharge their obligations by the purchase of such 
bills or transfers, while the Secretary of State obtained funds by drawing 
bills on the Government of India. Up to 1893 the volume of sales of Coun- 
cil Bills was limited to the actual requirements of the Secretary of State. 
But subsequently the amount of sales was enhanced to meet the require- 
ments of the trade, so that it was no longer ncces'-mr to effect transfer of 
gold in payment of obligations to India. Part of the funds raised in this 
way was used to purchase silver for shipment to India, this silver being then 
used to mint additional silver rupees. Another pTt was credited to the 
Paper Currency Reserve against which additional paper notes would be 
issued by the Government of India. However, pending the manufacture 
and issue of these additional coins and notes the Government of India, 
could meet the bills drawn by withdrawing funds from its various balances 
in India. “These balances were divided between some 270 district treasuries 
and 1,500 sub-treasuries, 36 branches of the Presidency banks, the three 
head offices of these banks at Calcutta, Bombay and Madras and the 
Reserve treasuries at the last three "laces."- 

A working balance of over £4 million also used to be maintained by the 
Secretary' of State, which would be available to meet any bills drawn by 
the Government of India on the Secretary ot State. Such bills, called 
Reverse Councils, would be sold to prevent the value ot the Rupee from falling 


2. Sapre, B.G., Essentials of Indian Economics* PP* 344-45. 
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below a certain limit. Nearly half a million pound of these balances would 
be kept on deposit with the Bank of England. The rest would be lent out to 
approved boriowers for short periods. Some interest was thus earned on 
these balances. But maintaining a large balance in U.K. obviously implied 
that such funds were available for English borrowers at the cost of Indians 
who consequently had to pay higher rates on their borrowing in the Indian 
market. 

Sale of Reverse Councils was resorted to in 1907-08 when the exchange 
value of the Rupee was sagging owing to a fall in the value of Indian 
exports. Weekly sales of Reveise Councils were made during the period 
March-September 1908 at the rate of Is. 3j;Sd. per rupee. In all £8 
million worth of Reverse Councils were sold, the Gold Standard Reserve 3 
being depleted to that extent. 

The Chamberlain Commission was set up in 1913 to review the existing 
currency and exchange practices and to pronounce on the advisability of 
having a gold standard with a gold currency. The Commission (which 
included John Maynard Keynes, later Lord Keynes, as a member) consi- 
dered the Gold Exchange Standard as eminently suitable foi India and 
regarded the full Gold Standard as too expensive and uncalled for m the 
Indian context. They made certain recommendations to improve the work- 
ing of the system. On their advice the Gold Standard Reserve, instead of 
being entirely invested in London, came to be held in actual gold to the 
extent of at least 50 per cent. The portion invested also came to be held 
in more easily realisable securities, as the crisis of 1 907— OS had shown 
that duiing an emergency difficulties could arise in obtaining liquid funds 
by selling securities. . 

The Government paper currency in India dates from 1862 when the 
previously existing notes issued by the Presidency Banks were withdrawn 
from circulation. Government notes were issued in various denominations 
ranging from Rs. 10 to Rs. 10,0<X). The five-rupee note was first issued in 
1891. Initially the notes of higher denomination were encashable only w ithin 
the circle in which they were issued, blit later they were made encash- 
able in any part of the country. The system of note issue followed the 
British system; the ‘fiduciary’ limit was initially fixed at Rs. 4 crores. but 
was raised successively to Rs. 14 crores by 1914. The amount of sterling 
securities to be held in the Paper Currency Reserve was not to exceed Rs. 4 
crores. 


3. The Gold Standard Reverse was built out uf the profits of Rupee coinage. T he 
original idea was to keep this reserve in gold and in India. But later it was uigucd that 
since the gold in the reserve would <n anv case be remitted to England, the Reserve should 
be located in London and invested in securities. In 1000 a putt of ibis reserve came to be 
held in India in coined Rupees. As the reserve swelled and occasions for using it were 
rare, a Committee in 1907 advised that 50 per cent of the profits on rupee coinagc.be 
diverted for capital expenditure oi railways. 
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Though the primary objective of the Paper Currency Reserve' was to 
secure the convertibility of the paper notes, this Reserve also came to be 
of use from the point of view of exchange management. Against gold ten- 
dered in London and credited to the Paper Currency Reserve (London 
branch) paper currency was issued in India. In 1905 £5 million worth of 
Sovereigns were shipped from India to London to be kept there as part of 
the Paper Currency Reserve. The avowed intention was to save the time in 
shipping gold for purchase of silver. If the gold was located in London, 
it could be readily used whenever there was a keen demand for rupees in 
India and the Government was called to mint additional silver rupees to 
meet this demand. 

During the First World War there was generally a steady demand for 
Indian exports while imports contracted. Moreover, remittances had to 
be made to India from England to meet the war expenditure in the eastern 
theatres of war. The British liability to India could not be discharged 
through remittance of bullion, since various restrictions had been put in 
England r. exports of gold. The supply of silver was declining in India, 
while demand for currency purposes went up. There were intervening periods 
of weak exchange when Reverse Councils had to be sold, 4 e.g ., between 
August 1914 and January 1915, in 1915 16. and again between November 
1918 and April 1919. But it was more usual for the Government of India 
to lace a heavy demand for encashment of Council Bills which caused an 
enormous expansion of currency. The Government had to enter the silver 
market as a purchaser on a large scale, particularly during 1916-19. Bet- 
ween April 1916 and March 1919 over 300 million standard ounces of 
silver were bought for coinage m addition to two million ounces purchased 
from America under the Pittman Act, as compared with about 180 standard 
ounces between April 1904 and March 1907. 

The price of silver soared as a consequence. In 1915 the highest price 
of silver in the London market was 27jd. per standard ounce. By April 

1916 this rose to 35Jd. and in December the price rose to 37d. In August 

1917 it reached 43d. The United States, the chief source of silver exports, 
imposed various restrictions which kept silver prices more or less steady 
between 40d. and 50d. per ounce over the period October 191 7— April 
1919. When in May 1919 the restriction on the silver market were with- 
drawn the price of silver in London reached 5Sd. and by December 1919, 
on account of exceptionally heavy d'tnand coming from China, the price 
rose to 78d. per q/.. Another factor behind the rise in the sterling price of 
silver was the depreciation of sterling in relation to the dollar. In December 
1919, sterling had fallen to 3.83 dollars while its par value was 4.866 dollars. 

The face value of the silver rupee fell below the value of its silver con- 
tent as soon as silver prices reached 43d. an ounce. It was no longer possible 

4. Sales of Reverse Councils aggregated £19 million during 1914-19. 
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for the Secretary of State to sell Council Bills on India at Is. 4|d. without 
involving the Government of India in losses on the resultant expansion 
in silver coinage. Moreover, it became lucrative to melt silver rupees and 
sell them as bullion. After August, 1917, the exchange value of the Rupee 
rose in successive steps, mainly in sympathy with the rising price of silver. 
From ls.5d. on 28th August, 1917, the Rupee rose to 2s.4d. on 12th 
December, 1919, 

During the War the Government of India had adopted a number of 
measures to cope with the changes in the currency and exchange situation. 
First, in view of the difficulties of coining rupees, the offer of unlimited 
sale of Council Bills was withdrawn with effect from 20th December, 1916. 
Only limited amounts were sold at rates varying from time to time accor- 
ding to the prevailing situation. 5 Secondly, export of silver coin and bullion 
from India was prohibited by an order of 3rd September. 1917. Melting 
coins was made an offence. Paper notes in denominations of Rs. 21 and 
Re. 1 were issued for the first time. Nickel coins for 8 as., 4 as., and 2 as. were 
introduced to reduce the use of silver in the coinage. Thirdly, increased 
currency needs were sought to be met by minting in Bombay more than 2 
million gold mohurs and 14 million gold Sovereigns A part of the gold 
required was obtained by purchase from theU.S.A. and Canada. Fourthly , 
the circulation of paper notes was expanded. Gro-s paper currency i^ue 
went up from Rs. 66.12 crores on March 31,1914 to Rs. 153.46 crores on 
March 31 five years later. The maximum fiduciary issue, Rs. 14 crores 
before the War, was first raised in November 191 5 and revised further 
upwards on nine occasions until in November 1919 it stood at Rs. 120 
crores. 

The Babington Smith Committee appointed to advise the government 
on the proper rate of stabilisation of the Rupee in the post-war years anti- 
cipated that the rise in silver prices had come to sUv . They recommended, 
therefore, that the Rupee should be stabilised at the new rate of Re. I 2s. 
in terms of gold. As sterling had depreciated in relation to gold during the 
war years. 2s. gold meant 2s. 4d. in terms of post-war sterling. The Com- 
mittee felt it advisable to link the Rupee directly to gold rather than to 
sterling which was itself depreciating. 

The recommendations of the Babington Smith Committee which re- 
ported in February 1920 were immediately accepted. The Rupee was statu- 
torily declared equivalent to 2s. gold and Sovereigns wefe declared legal 
tender at Rs. 10 each. It soon became clear however, that the Committee 
had taken a very short-term view. The post-war trading boom soon spent 
its force. Both the Bank of England and the Federal Reserve System in the 

5. When restrictions on gold exports were removed by England in July 1919, an alter- 
native method of remittance became available and measures of control relating to sale of 
Council Bills lost their effectiveness. 
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U.S.A. went in for policies of deflation in their respective countries. The 
British Bank Rate was raised to 6 per cent in November 1919 and to 7 per 
cent in April 1920. World prices, as measured by the Statist index, fell 
from 295 in 1920 to 182 in 1921, The consequence of all this was a decline 
in the value of Indian exports, f rom Rs. 330 crores in 1919-20 exports 
fell to Rs. 258 crores in 1920-21. Over the same period imports went up 
from Rs. 208 crores to Rs. 336 crores. In face of the pressure for foreign 
payments, it became difficult to sustain the value of the Rupee at 2s. gold 
(which at this time meant nearly 3s. sterling). The European community 
in India seized the opportunity offered by the higher exchange value of the 
Rupee to make large remittances of their profits to England. For some 
time the government sold Reverse Councils in an attempt to hold on to the 
declared exchange rate, the rates varying between 2s.3£fd. and 2s. 
10* Jd. sterling. Again, when such high rates proved dillicult to main- 
tain, the government for some time struggled to stabilise the Rupee at 2s. 
sterling. The aggregate amount of Reverse Councils sold in this vain 
attempt at stabilization amounted to £55.53 million. As sterling balances 
dwindlea, me effort was given up and m the early months of 1921 the rupee 
fell below Is. 3d. sterling (or Is. gold). 

As a preliminary to the restoration of exchange stability, the govern- 
ment decided to put its finances m order. By 1923-24 it proved successful 
in presenting a balanced budget and reducing the floating debt. This created 
conditions for the contraction of currency. During 1920-23 currency was 
contracted by Rs. 38 crores. In 1924 the Imperial Bank's discount rate was 
raised to 9 per cent. During this entire period sales of Council Bills 
remained suspended, the Secretary of State obtaining funds by recovering 
dues from the British Government and by loans. 

The effect of ail these measures was a recovery in the exchange ratio. 
In September 1924 it was about ls.5:jd. and in October ls.6- r ^d. 
(- . ls.4jd. in gold). By mutual consultation between the Government 
of India and the Secretary of State it was decided that, without making 
any public announcement of policy, efforts should be made to prevent 
exchange from breaking away materially above Is. 6d. . ..any tendency of 
exchange to rise appreciably above this figure being counteracted by free 
offerings of Rupees." 0 Accordingly m the latter part ot 1924-25 remit- 
tances from India to the Secretary ot State began to be made by purchase 
of sterling in India. Sales of Council Bills in London were also resumed at 
rates varying between ls.5^d. and 1 6r%d* P er rupee 

When sterling was re-linked with gold at the pre-war parity m mid- 
1925, the government considered it desirable to have the entire currency 
situation comprehensively reviewed once again. The Hilton \oung Com- 
mission was set up in August 1925 to carry out this review. After examining 

6. Report of the Hilton Young Commission, A 1 'r eru fi x 
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various alternatives, the Commission decided in favour of a Gold Bullion 
Standard as the future monetary system for India. The ordinary medium 
of circulation was to remain unchanged in the form of the silver rupee and 
the currency note# But stability of the currency in terms of gold would be 
secured by making the currency directly convertible into gold for all pur- 
poses. This would secure public confidence by linking the currency with 
gold “in a manner that is real and conspicuously visible." The currency 
authority was to buy and sell gold without limit at rates determined with 
reference to a fixed gold parity, but in quantities of not less than 400 
fine ounces, no limitation being imposed as to the purposes for which gold 
was required. The limitation relating to quantity was intended to prevent 
gold from being frittered away internally. To bring home to the people 
that the currency was in fact based on gold the Commission proposed the 
issue of Savings Certificates “redeemable in 3 or 5 years in legal tender 
money or in gold at the option of the holder." To reduce the importance 
of the silver rupee the Commission recommended the re-introduction of 
the one-rupee notes. No new rupee coins should be coined and gradually 
rupee coinage was to shrink and be eventually redeemed in gold. 

The Gold Bullion Standard was generally regarded as superior to the 
pre-war Gold Exchange Standard since it provided for automatic expansion 
and contraction of domestic currency in response to movements of gold 
into and out of the country. But bitter controversy arose regarding the 
new rupee-sterling ratio recommended by the Hilton Young Commission. 
While Indian business interests very much wanted to go back to the pre- 
war sterling parity of Re. I ls.4d., the Commission gave its verdict in 
favour of a higher value for the Rupee, viz.. He. 1 - ls.fid. It was pointed 
out by the majority of the Commission that the higher parity recommended 
was simply in recognition of the rate which had come to be established by 
automatic forces m the foieign exchange market and had remained prac- 
tically unchanged for several months before it was taken up for stabilisation. 
Indian public opinion accused the government of artificially jacking up the 
foreign exchange rate by internal deflation and pointed out that the higher 
rate was bound to injure the interest of agricultural exporter'- in India, 
while giving a stimulus to the sale of manufactured British goods in the 
Indian market. 

When Britain left the Gold Standard in September 1931 the Govern- 
ment of India also abandoned the gold links of the rupee and began to deal 
only in sterling to keep the rupee-sterling rate at Re. 1 I s. fid. The currency 
standard in India became a purely Sterling Exchange standard. The 
currency measures adopted during 1931-32 left the Indian price of gold 
at a lower level than its British price. Consequently much of the gold parted 
with by the distressed agriculturists of India during the Depression found 
its way to the London gold maiket. In a way these gold exports from India 
enabled her to tide over a period of adverse balance ol payments ushered 
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in by the severe falling off in agricultural export prices. But the country’s 
gold stock was depleted by nearly 36 million ounces during 1931-37, the 
value of the gold exports being put at more than Rs. 300 crores. 

During the Second World War the link between the rupee and sterling 
could be utilised by the British Uovcrninent to pay for its rupee expenses 
by handing over sterling securities to the Government of India’s account 
at the Bank ol Lngland. By agreement between the two governments these 
sterling balances accruing to the Government oi India were to remain 
blocked during the war and even after the war ended they were to be released 
in instalments so as not to upset the British balance of payments. These 
blocked sterling balances weie transferred by the Government of India to 
the Reserve Bank which used them as security for the issue of additional 
Rupee currency in India. By December 1946 the total volume of sterling 
securities held in the Reserve Bank of India's Issue Department had risen to 
Rs. 1135.32 crores and balances held abroad by the Banking Department 
of the Bank reached a figure of Rs. 485.76 crores. Because of the very 
favourable trade balance enjoyed by India during the war years the Reserve 
Bank hid purchase more sterling than it sold and this also led to the 
accumulation of sterling in the Reserve Bank. 

The domestic counterpart the accumulation of sterling was the 
expansion of currency and the use in prices during and after the war. The 
Reserve Bank's note issue (including notes held in the Banking Department) 
rose from Rs. 210.04 crores iii 193S-39 to Rs. 1 253.S6 crores in 1948-49. 
The general index of wholesale prices (base. August 1939) rose to 220.1 
in March 1943 and to 307 m March 1948. In June 1950 the index stood at 
395.6. The index was not entirely satisfactory; many commodities were 
entered in the index at controlled prices which were no longer operative. 
While the war inflation was to some extent subdued owing to non- 
availability of desired goods and war-tune control treasures, the post-war 
inflation wasaggravaled In the spending of accumulated balances and the hasty 
annulment of control measures. Moreover, immediately alter August 1947 
political and industrial uniest brought about a decline in levels ot produc- 
tion. I he new Government of India had to run into budget deficits in 
older to meet the expenditures on refugee rehabilitation and essential post- 
war reconstruction. Inflation continued to pose a serious threat to the 
economy at the time of adoption ot the PneAear Plans in March 1951. 


A Critical Estimate of India.. C urrcncy and Exchange 
Policy l nder British Rule 

The currency and exchange policy followed by the Britisn ruleis. although 
endorsed by several Committees and Commissions composed of eminent 
economists and financiers, was not regarded b> Ind.an ? Mic opinion as 
conducive to this country's economic interims. The God Excungt. tan- 
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dard, as it evolved during the closing years of the nineteenth and the early 
years of the twentieth century, mystified Indian opinion to such an extent 
that it was often believed to be the root cause of all economic ills from 
which India suffered. The principles of the Gold Exchange Standard were 
not clearly expounded before the First World War and the system grew up 
by bits and pieces. One consequence of this was to create in the minds of 
Indians a certain amount of misgiving regarding the aims and methods of 
operation of the monetary authorities. The Gold Exchange Standard came 
to be looked upon with disfavour mainly on the following grounds: 

(a) It was a complicated system by all appearances. Unlike the Gold 
Standard which worked on the basis of free circulation and unimpeded 
inflow or outflow of gold, the Gold Exchange Standard rested on a s>steni 
of reserves whose functions were not properly understood in the early days. 
This helped to aggravate misgiving. The gold in the reserves was trans- 
ferred, on one pretext or another, to England so that this country had to 
be satisfied with a currency system which neither maintained a visible link 
with gold nor used a full-valued coin made of silver. 

(b) The Gold Exchange Standard meant in elfect that India's foreign 
exchange reserves were loaned to the British money market. Although this 
enabled the monetary authorities in India to earn a certain income in the 
form of interest, the alienation of the reserves could be the cause of strin- 
gency in the Indian money market. The system thus operated with a defi- 
nite deflationary bias at a time when Indian economic agents might be 
galvanized into action by the stimulus of a profit inflation. 

(c) On those rare occasions when India ran into a deficit in her 
balance of payments the system worked in a faltering manner since reserves 
were maintained, at least before 1913, in only a semi-liquid form. The 
guarantee against default which a large gold reserve could have given was 
not provided by the Gold Exchange Standard system which was thus a 
poor substitute for a full-fledged Gold Standard. 

id) The system could work only so long as India’s trade surplus (or 
deficit) remained within moderate limits and the price of silver in the token 
Rupee remained in a certain relation to gold. As soon as any of the above 
conditions gave way, the working of the Gold Exchange Standard got 
disrupted. This was the reason why the currency arrangements of 1898- 
1917 came to be characterised as a 'fair weather’ system. 

The economic relations between India and Britain very naturally led the 
British rulers to prefer a higher sterling value for the Rupee after the 
First World War. The attempt to maintain the value of the Rupee at 2s. 
gold in 1920-21 caused large losses of hard-earned sterling in the imme- 
diate post-war period. The 'ratio controversy’ which followed the publica- 
tion of the Hilton Young Commission’s Report turned essentially on the 
question whether the British exporters’ or the Indian exporters’ interests 



A History of Indian Currency and Exchange 237 


■would be given greater priority. The plethora of arguments developed at 
that time in favour of either the ls.4d. or the ls.6d. ratio rested on dubious 
statistical data and could not be conclusive one way or the other. Even if 
the higher parity of the Rupee was justified during 1926-28. the depressing 
economic events of 1929 33 undoubtedly called for a downward revision 
in the Rupee parity. Instead the Government of India relied on a huge 
outflow of gold from the country to see them through the balance of pay- 
ments crisis, proving once again that the foreign rulers were not in the least 
interested in constructing a viable currency and exchange system for India. 

The Second World War thoroughly exposed the hollowness of the British 
claim that the Rupee's link with sterling was a source of strength to the for- 
mer. fn fact, the link with sterling brought about a large expansion of the 
currency in India on a very narrow base of gold. Since a very large part of 
the country's foreign exchange reserve remained ‘blocked’ during the War, 
the balance of payments surplus could not be turned to use to strengthen 
the productive capacity of the economy. By putting the Rupee-sterling 
link to their own use the British tutors had compelled India to make a huge 
loan oi owi R- 1.600 crons to Britain Ur the duration of the War. Once 
again the Indian monetary authorities earned some interest on this loan, 
but only at the cost of a disruption of the entire economic system in the 
inflation fed by the sterling balarces. 

It is thus clear that the currency and exchange policy pursued in India 
by the British rulers was not intended to provide India with a reasonably 
elastic monetary system maintaining over the years a stable standard of 
domestic values. The primary aim was to facilitate Indo-Bntish payments 
which in most years meant British payments to India. Whenever possible 
the full discharge of British liabilities m India wr deferred by taking 
advantage of the prevailing aineney arrangements. Eu* f this led to unto- 
ward consequences tor India's domestic economy the British authorities 
could usually hud arguments purporting to show tlwt the existing currency 
system conferred on India greater short-term benefits (e.g.. an income trom 
the interest on British securities! than any alternative system. But not very 
much could be claimed about the relation of the prevailing currency and 
exchange svstem to the country s long-term interest 


Currency Isxpcrience Since Independence: 

The Devaluation of 1949 

After the termination of hostilities m the Second l World War, ,an !nl ®^ 
lional monetary system. ba-cd on the Breton Woods Agn-xrotat. “ 
into Doing and the Indtan currency and exchange system was anUd to th 

internationally approved system. The par value of the ^ “ 

be expressed m gold under the rules of the Intern. tonal Mottota y Fund, 
came to be accepted as I Re 0.:68«>l grammes of hoc gold. The sterhttg 
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value of the Rupee, as calculated from the gold parity of sterling, remained 
at 1 Re.~ !s.6d., but the Reserve Bank of India was no longer under any 
special obligation to maintain the rupee-sterling ratio. It could now con- 
duct its dealings in any foreign currency; its only obligation was to keep 
the gold parity of the Rupee unchanged. At the same rime the Rupee 
currency was to rest not simply upon sterling securities as hitherto. Other 
foreign securities could also be included in the currency reserve. The 
dependence of the Rupee on sterling thus came to an end and the Rupee 
emerged as an independent currency with its own gold parity. 

In spite of this de-linking of the Rupee from sterling, when Britain 
devalued the sterling in September 1949, India had to follow suit. The 
gold parity of the Rupee fell to 1 Re. --=0. 186210 grammes. The devalua- 
tion left the sterling value of the Rupee unchanged at ls.6d. while the 
Rupee’s dollar value fell from 30.23 cents to 21 cents. Since India’s main 
trading links were still with sterling area countries, a failure to devalue the 
Rupee by at least as much as sterling would have injured the interests of 
Indian exporters. At the same time, in the post-war period India was 
becoming more and more dependent on the dollar area for imports and the 
lower value of the Rupee in terms of the dollar raised the cost of essential 
imports and gave a further turn to the inflationary spiral already at work in 
India. After devaluation India’s trade with Pakistan was almost completely 
disrupted owing to the latter country's decision to stick to the old parity. 

The immediate impact of the devaluation on the Indian trade balance 
was not unsatisfactory. Between October 1949 and June 1950 the balance 
of trade improved by Rs. 172 crores. This improvement, however, was 
also partly the outcome of stringent measures of import control and of 
adventitious factors like the Korean War which suddenly raised the demand 
for some Indian export goods. The improved trade balance was accom- 
panied by a fresh spurt in domestic currency circulation and prices. The 
index of wholesale prices which stood at 389.3 immediately before the deva- 
luation (base: August 1939 100) went up to 405.2 in July 1950. The 

Government of India tried to contain the inflationar> pressures with an 
'eight-point programme’ announced in October 1949. Export duties were 
introduced to soak up the extra earnings of exporters and schemes for 
price control and regulation of speculative dealings were taken in hand. 
Severe cuts were imposed on government expenditure, especially on Cen- 
tral development giants to the States. In spite of this fiscal support, the 
monetary authorities could hardly claim that the back of the inflation had 
been broken. In fact, a monetary policy suited to the twin tasks of promo- 
ting economic development and maintaining reasonable price stability was 
not easy to evolve in India’s circumstances. But when the Five Year Plans 
came to be introduced in 1951-52, the search for such a policy came to 
be regarded as of paramount significance, and monetary institutions were 
expected to play a very crucial role m the coming era of economic development. 
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Rupee Devaluation of 1966 

The foreign exchange situation in India turned critical around 1957—58 
during the early stage of implementation of the Second Five Year Plan. 
The strategy of heavy industry development called for substantial stepping 
up of machinery imports. Although the imports of consumer goods and 
capital goods with domestic substitutes were strictly curtailed, the country 
was not in a position to meet her import bill out of the export proceeds. 
Inevitably recoul sc to foreign capital inflows had to be arranged for. At the 
same time, there were attempts to b'^ost exports by giving various concessions 
to exporters, such as tax concessions on the profits earned from export 
sales, cash subsidies and permits for imports that could be sold in the 
domestic market lor a profit. These ‘import entitlements’, as they were 
called, gave rise to a secondary market in such import permits and were 
partly responsible for the generation of ‘black’ money in the country. The 
basic objection against the entire system of export u.al import regulations 
was that a lot ol discretionary power was confer; ed on the controlling 
authorities and free competition m the market for imported goods virtually 
disappeared, i here were also delays in disposing of applications for import 
licences and consequent losses. In these circumstances it was decided that 
resort should be had to a substantial devaluation of the Rupee, so that 
exports could '^mpete in foreign markets without the artificial support 
so long made available by the government and imports could also be cur- 
tailed to some extent through substitution of available domestic products. 
The International Monetary Fund and the World Bank both insisted that 
such a devaluation was a pre-requisite tor the restoration of foreign capital 
inflow into India which had been interrupted by the outbreak of the Indo- 
Pakistan conflict in 19(0. 

The devaluation wa> announced on June 6, 1966. The extent of deva- 
luation was 36.5 pei cent on the existing parity. 7 which implied that the 
value of 10 grams of gold ro s c in tonus ot the Rupee Irom Rs. 53.58 to 
Rs. 84. V;. Th c incidence of foreign debts in terms of the Rupee went up as a 
consequence. T he use m irnpott prices gave a boost to inflationary force> 
working inside the country, fhe devaluation was. in fact, rendered partly 
ineffective by the post devaluation price increases, hi thc short run there 
was some improvement in respect of the trade balance, but before long the 
situation again called for special polity measure > to increase exports, such 
as cash subsidies and import leplemshment licences. 

The devaluation, however, facilitate a larger inflow ol foreign capital 
assistance. Both the international financial institutions and thc Western 
industrial nations stepped up their loan assistance to India in the post- 
devaluation period. The preparation of Five Year Plans in India had to 

•Tlhcgold pai itjToTthc Rupee was reduced from 0.187 grammes to 011 8 grammes. 
The value of gold m terms of Rupees rose by 57.5 pci cent. 
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remain suspended during 1966-69 because of the uncertainties concerning 
the balance of payments and the amount of foreign support likely to be 
available lor meeting the gap in the current balance of payments. The 
devaluation created a better climate for external borrowing and thus enabled 
India to resume the activities involved in drawing up Five Year Plans. 
After carrying on with only a series of Annual Plans during 1966- 69, the 
Planning Commission decided to resume working with plans for a longer 
period, wr., five years, as in the period 1951 66. Accordingly, the Fourth 
Five Year Plan came to be officially launched with effect from April 1, 
1969. 



18 

Development of Modern Banking 
in India 


“It is not improbable, remarked Cooke in his book on Banking in India, 
“that long before England had ranked in the scale of nations, India had 
adopted a system of banking winch may have originated that now in use 
with the shroffs or native bankers. “ The antiquity of Indian banking can 
be established bv relcrences to bankers and bank documents in the Artha - 
shastra of Kautilya and laws of Manu. During the period of Mughal rule 
bankers and financiers were held in high esteem; the financial stability of 
the Royal Court appeared to rest on the principal bankers of the country. 1 
Bunking a^'vitics were usually the monopoly of a few castes who were 
known by different names in different parts of the country. 

The European trading companies in India at one time made frequent 
use of the services of India’s indigenous bankers. The bullion which was 
imported b> the companies was usually sold (at a discount) to the Royal 
banker > who often enjoyed a monopsony in respect of bullion purchases. 
Tor their pureii tscs m India the companies had sometimes to resort to 
borrowing from the native bankers at rates usually varying between 9 and 12 
per cent per annum. The banking houses were found useful by the East 
India Company for remitting its revenues from one pa r t of the country to 
another and getting different tv pcs of currencies the; circulating in the 
country exchanged for one another. 

By the second half of the eighteenth century European Agency Houses 
began to come »nto existence. Usually lounded with the accumulated 
capital of retired English traders and officials, these houses rendered a 
number of financial services for which the help of native bankers had to be 
sought in an earlier period. The rise ol these European houses hastened the 
process of disintegration of native banking establishments which were 
already suffering from the disappearance ot the royal patronage and the 
new system of revenue administration introduced by the Britishers in this 
country. 


U At the court of the Nawab of Bengal m the eighteenth century the Royal banner* 
KJigtU Seths as they were called) exercised tremendous influence and discharged usetui 
banking functions. One of their functions was to stand as surety, lor a consideration, on 
behalf 0 f zanundars who were unable to pay the instalments ot land revenue m time. 
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Under the auspices of one of these Agency Mouses, Messrs. Alexander 
and Company, the first European bank in India, the Bank of Hindustan, 
started business in Calcutta in 1770. It continued in business until 1832 
when the Agency House which founded it went out of business In 1773 
there was set up under Government patronage a General Bank which was 
entrusted with the responsibility of developing banking facilities in all 
Presidency towns (Bombay, Calcutta and Madras) and in the districts. 
But. the Bank fell far short of its aims and was wound up in 1775. The next 
experimental bank, also in Calcutta, was the Bengal Bank (1784). It issued 
paper notes of its own and is also credited with an attempt to introduce the 
use of cheques The Bengal Bank did not have any link with an Agency 
House. It remained in business until 1791. 

Banking on the joint-stock principle and with limited liability of share- 
holders was first seen in 1786. The second General Bank of India which 
started its operations that year was also a note-issuing bank. Its services 
were availed of by the Government of the day, while it could look to the 
Government for help m distress. But it could not survive the difficulties 
created by the Anglo-Maratha War in 1791 and had to close down in that 
year. 

Towards the end of the eighteenth century a new bank called the Bank 
of Calcutta came into existence. It changed its name to Bank of Bengal m 
1806. The East India Company subscribed Rs. 10 lakhs to its capital funds 
which amounted to Rs. 50 lakhs in all. Enjoying the C ompany’s patronage 
this Bank soon became the most important bank m the whole of India and 
was entrusted with the safe custody of Government funds. Notes issued by 
no other bank were acceptable to the Government. It functioned on the 
basis of a 33} per cent cash reserve against its notes and other liabilities 

By the Presidency Bank Act of 1836 the Bank of Bengal was given the 
status of a Presidency Bank in 1840. Some of its Directors came to be 
appointed by the Government and certain curbs were put on its note-issuing 
powers. The Presidency Banks of Bombay and Madras were set up in 1840 
and 1843 respectively. The East India Company subscribed Rs. 3 lakhs to 
the capital fund of both of these Banks. The note-issuing rights of Presi- 
dency Banks were subjected to certain regulations and finally came to an end 
during 1862-66 when Government took over the note-issuing powers 
from the banks. The loss involved on this account was sought to be com- 
pensated to some extent by placing Government fund ^ with these Banks. 

More than 40 banks organised in the European style came into existence 
between 1800 and 1858, but most of them were short-lived. All of these 
were predominantly owned by Europeans, but the Union Bank of India 
(1829-1847) had 4 Indian Directors. The Presidency Banks of Bombay 
and Madras also had Indian shareholders although in a very small minority. 

The Bank of Bombay could not survive the financial crisis of 1866 and 
was re-constituted with larger capital funds in 1868. Following this setback 
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the Government reviewed its relations with the Presidency Banks and decided 
to withdraw from partnership with the Banks. After the passing of the 
presidency Banks Act ol 1876 the bulk of Government’s cash balances was 
transferred from the Presidency Banks to the newly set up Government 
treasuries and sub-treasuries, this system of independent treasuries and 
sub-treasuries meant in elfect that fiscal management and monetary mana- 
gement became unrelated to each other, a situation that created more 
problems than it solved. Until the establishment of the Reserve Bank 
of India in 1935 very little could be done to end this dichotomy. 

After 1858 European banks specialising in the financing of foreign trade 
-the Exchange Banks as they came to be called 1 * — increased in number 
and their business considerably expanded. The financial boom which 
followed the rise in cotton prices after the American Civil War also saw 
the emergence of a number of Indian joint-stock banks. But because of 
their involvement in speculative dealings most of then had to close down 
within a short time The first Indian-owned joyo -stock bank was the 
Oudh Commercial Bank (1881). 

In theca; ly years of the twentieth century, a fresh wave of banking deve- 
lopment took place as a side-effect of the ‘Swadeshi’ (Buy Indian) move- 
ment, It came to be realised that domestic industrial development called 
for the establishment of sound banks with adequate financial resources. 
The European banks had virtually no link' with the Indian business world. 
Indian joint-stock banks were expected to help Indians enter those spheres 
of commerce a ul industry which had so long remained the close preserve 
of Europeans. Some of the bigger Indian banks of today, for example, the 
Central Bank of India, had their origin during the period of the Swadeshi 
movement (1906 1 1). 

The newly established Indian joint-stock banks ould not always 
manage their alfairs competently. There was a lack of trained banking 
personnel and the importance of keeping the busmen of short-term lending 
separate from long-period mortgage banking was not alw'avs realised. In 
the financial crisis that overtook Indian business during the early months 
of the hirst World War many of these banks came to grief. Bank failures 
were also quite frequent during the difficult post-war years. As many of the 
smaller Indian banks had been established with a very slender capital base, 
they were not in a position to safeguard themselves against an adverse 
turn of events. The precarious character ol Indian banking » i the time will 
be evident from the fact that out of tla 16 banks which tailed in 1927, 6 
had practically no paid-up capital, one had a paid-up capital of Rs. S00 and 


2. The ecu lie* I of these banks uas ihc Oncnfal Bank which started its operations in 
IKM. Hie Chartered Bank of India, Australia and China began to function m Calcutta 
from 1S5S. l) v I S6(> there were 22 such banks, but emtv 7 of them survived the banking 
crisis in that year. See Article by Dr. Nilnuni Mukheijce in 7 he History oj enga 


( /757~ 1805 ) edited by Dr. N.K. Sinha. 
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another of Rs. 1,400. 3 The necessity of exercising some regulation over the 
system of commercial banking in the country was becoming clearer day by 
day. 

Meanwhile Savings Banks under Government supervision had been 
started in the early years of the nineteenth century. In 1817 a few District 
Saving Banks were set up and attached to the district treasuries. Post Office 
savings banks were established in the Presidency towns in 1833, but in 1863 
their management was transferred to the Presidency banks. A new scheme 
of Post Office Savings Banks was taken in hand in 1882-83. In 1886 they 
took over the business of the District Savings Banks. By the end of the 
nineteenth century Post Office Savings Banks had been established in 
most districts. On the eve of the First World W'ar there were 1.64 million 
deposit accounts in Post Office Savings Banks and total deposits stood at 
Rs. 231.68 million. 4 The outbreak of the war created a sense of panic among 
the depositors and ^deposits fell. Soon, however, confidence was restored 
and once again both the number of accounts and the amount of deposits 
began to increase. 

The First World War also saw a remarkable increase m commercial 
bank deposits. The total deposits of all joint-stock banks in 1920 amoun- 
ted to Rs. 23.53 lakhs as against only Rs. 9.75 lakhs m 1913. The high pro- 
fits reaped by trade and industry during the War years as well as the rise in 
Government expenditure levels led to this development. Over one-third of 
these deposits (Rs. 8.70 lakhs) were in the three Presidency Banks, while 
15 Exchange Banks and 76 Indian joint-stock banks accounted almost m 
equal shares (Rs. 7.48 lakhs and Rs. 7.35 lakhs re\pccti\el\ ) for the rest of 
the deposits. The Presidency Banks had been prohibited, largel> in the 
interest of the Exchange Banks, to deal in foreign exchange or borrow 
money abroad. Their business was largely confined to the financing of 
the inland trade. Since a very large part of this trade was concerned with 
the movement and export of agricultural products, banking business in 
India was also largely seasonal. The Indian joint-stock banks, with their 
inadequate personnel and funds, could hardly venture into foreign 
exchange dealings. Thus the foreign exchange transactions of the country 
were almost exclusively in the hands of the Exchange Banks which sought 
jealously to guard their privileges. 

In 1921 the three Presidency Banks were amalgamated into the Imperial 
Fank of India. At the time this amalgamation was believed to be a step 
towards the establishment of a Central Bank for the general supervision and 
regulation of the country’s commercial banking system. It was soon dis- 
covered, however, that the Imperial Bank undei European management 

3. Pochkhanwala, S.N., Article in Mukherjee anJ Dey, Economic Problems of Modern 
India, Vol. 2, p. 342. 

4. Pillai, P.P., Economic Conditions in India, p. 277. 
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would not pull on well with the dominant elements in the Indian banking 
business. Charges of discrimination against Indian business interests were 
frequently brought against the Governors of the Imperial Bank. The need 
for a Central Bank with a purely Indian background which would impar- 
tially discharge its 1 unctions came to be stressed by business and political 
leaders in the country. 

The Imperial Bank which came into exigence in 1921 had a wider capital 
base than that ol the three Presidency Banks which were merged in it. Its 
capital and reserves amounted to R . 15 crores as against Rs. 7 crores of the 
three Presidency Banks put together. The control of the Bank was vested 
m a Central Board of Governors including two Managing Governors 
appointed by the Government, live Controller of Currency was^.v officio 
a member of the Central Board. There were also Local Boards in charge 
ol the Banks offices in Bombay. Calcutta and Madras. Indian members 
were nominated on all these Boards. The Government reserved to itself 
the right of issuing directions the Bank in respect. oi matters affecting the 
financial interests of the Government. Like the Presidency Banks which it 
replaced, it was forbidden to deal in foreign exchange and raise funds 
abroad. 

After 1921, and until the establishment of the Reserve Bank of India 
in 1935, the Imperial Bank functioned as banker to the Government. The 
system of independent treasuries, adopted in 1876, was abandoned and all 
treasury balances were held at the branches of the Imperial Bank. The 
public debt ol the Government of India was managed by the Bank for a 
specified remuneration. The l ondon office of the Bank was entrusted with 
the current accounts of the High Commissioner of India in England, 
formerly maintained at the Bank of i ng!' «d. The scuv-yublic character of 
the Imperial Bank was further emphasised by the Govs ament’ s directive 
to the Bank to open 100 branches in live years, the location of one in four 
branches being decided bv the Government. The three Presidency Banks 
which were amalgamated into the Imperial Bank ot India had among them 
59 branch offices. Bv March PC6 the Imperial Bank came to have 162 
branch offices of which da charged Governments treasury business as 
well. The Imperial Bank, however, could by no means be regarded as the 
country's Central Bank m that it was not in charge of the note-issue nor 
was the management of the foreign exchange reserves entrusted to it. Its 
relation with the other bankers was also sporadic and unsatisfactory. 
Although other bankers, including inJigen as bankers, would seek accommo- 
dation from the Imperial Bank iti case of need, specially during the busy 
season, they did not find it useful to keep a certain portion of their reserves 
with the Imperial Bank and treat this as a part of their cash. The inevitable 
result was that the Imperial Bank Rate for advances, though exercising a 
certain amount of influence on the rates ot advances ot other ban s an t e 
bazar rate for hurnlis (indigenous bankers inland bills), uid not iave t a 
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pervasive influence on money market rates which is possessed by the Bank 
Rate of a Central Bank in an integrated money market. The Imperial Bank, 
not having the power of issuing currency notes, could not have recoui se to 
methods which might make its Bank Rate effective. 

With the establishment of the Reserve Bank of India in 1935 the Imperial 
Bank was shorn of those central banking functions which it had been earlier 
authorised to exercise. The Imperial Bank of India (Amendment) Act of 1934 
brought to a close the semi-public character of the Bank and transferred 
the management of Government balances and the public debt to the Reserve 
Bank of India. At the same time the Imperial Bank was permitted to engage 
in foreign exchange business and borrow in foreign money markets. It was 
also permitted to act as the agent of the Reserve Bank of India by agree- 
ment with the latter. 

The years 1929-31 witnessed a comprehensive enquiry into the struc- 
ture and problems of Indian banking by a number of Provincial Banking 
Enquiry Committees whose findings were later reviewed by - a Central 
Banking Finquiry Committee. In the post- World War I decade the com- 
plaint by Indian business interests that they were disci immated against by 
the European-dominated banking system m India could no longer be passed 
in silence. There were also the issues of inadequate banking development, 
too frequent bank failures, and the unsatisfactory relations between the 
different constituents of the money market. 1 he Indian joim-sinik bank' 
were finding it difficult to expand their business because <»1 the powerful 
competition of the Imperial Bank and the Exchange Banks. I he Impeual 
Bank was not happy with the existing restrictions on the types of business 
in which il could engage. Its control t.ver credit and interest rates was 
enfeebled by its lack of omlrul over utrrenev. 1 he Cential Banking 
Enquiry Committee was asked to examine all these issues and make suitable 
recommendations regarding the siting up of a full-fledged C entrai Bank 
in India. 

The proposal for having a Central Bank in India was nearly a century 
old by the time the C.B.K.C. examined the question. In 1336 a body 
of British merchants had urged the establishment of a Government-owned 
bank to conduct the Government's banking business and provide remit- 
tance facilities to British traders m India. In 1^67 a proposal was submitted 
by Mr. Dickson, then Secretary and freamrer ol the Bank of Bengal, to 
amalgamate the tiire* Presidency Banks and set up a single bank with uni- 
fied control over currency and credit. Mr. E, Hanibro. a member ot the 
Fowler Committee, proposed the setting up of a strong Central Bank to 
develop banking facilities in India. Mr. J.M. Keynes (later l.ord Keynes) 
a member of the Chamberlain Commission, submitted a detailed scheme h»r 
the proposed Central Bank in collaboration with Sir \ rnest Cable. Though 
most of the ideas mulct lying the scheme were accepted by the Government 
it was felt at first that the Imperial Bank, formed in 1921, could serve the 
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i unctions o( the proposed Central Hank and a separate institution was 
unnecessary I he Hilton- Young Commission finally rejected this view and 
pleaded for a separate, iull-lledged Central Bank in the interests of sound 
nonetary management, the Central Hanking Enquiry Committee also 
endorsed this view/* 

Controversy immediately arose regarding the character of this new 
Central Hank - -whether it was to be under State ownership or should be 
owned by private shareholders. I he Hilton- Young Commission in their 
report (1927) had drawn up a scheme tor a Central Bank, to be designated 
as the Reserve Bank ol India, with private share-holdings. Their argu- 
ment in tavour ol a privately owned Central Bank was the time-honoured 
one that, in the interest ot the country’s financial stability, it w'as necessary 
to keep the Central Bank Iree from all kinds of political pressure. Accor- 
dingly the Government of India introduced in January 1927 a bill to set 
up the Reserve Bank as a private shareholders’ barA. The Legislative 
Assembly however, ihicw out this bill and indicate! its preference for a 
State-owned Central Bank. A second altempt by the Government in January 
192X to mil oduee a Central Bank with private shareholders also proved 
abortive. A compromise was later reached with the legislators regarding 
the composition ol the ( entral Bank and a third draft of the Reserve Bank 
of India bill was laid before the Legislative Assembly in September 1933. 
Ibis bill was enacted into the Reserve Bank of India Act in March 
1934. 

I he Reserve Bank came into existence in 1935 as a private shareholders’ 
bank with a paid-up capital of Rs. 5 crores divided into shares of Rs. 100 
eaJi. To prevent undue concentration of share-holding in any region of 
the country the shaies were assigned sep: " •telv to ca^n *4 the live regions 
with their headquarters at Bombay, C alcutta, Delhi. Ma* as and Rangoon. 
There were also restnetions on the maximum number of shares allotted to 
an individual shareholder. 1 ach shareholder had one vote for every 5 
shares purchased, subject to a maximum ol d) votes. Ihe Central Board 
of Directors of the Reserve Bank was to consist of 16 members of whom 8 
wete to be elected <>n behalf ol the shareholders. 2 each by the Local Boards 
in Bombav. ( aleutta and Delhi and l each by the Local Boards in Madras 
and Rangoon. 1 lie Governoi -General in Council was to nominate 4 non- 
ollicials and 1 official as ordinarv Directors. In addition, the Bankas Gover- 
nor and two Deputy-Governors were to be appointed b> b’C Governor- 
General in Council after considering the .'commendations of the Central 
Board. The Local Boards in the live regions were to consist ot not more 


\ It was itpily "s.ud. by Mr. Uwj u that "Hk gnv.vcK pel. heal consciousness of the 
count' y,. W,\ to the seauh t'oi . national oiot lcn-. amongsi wnkh a Central State bank 
w.isone,'* I iw;»s opposition to ine dominance ol the Imperial Hank that y oe a e 
length to the demand a Ccntn i Hank. See Jatitar * Hen, InJum Uomvmcs , o . 

P 471. 
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than 8 members of whom 5 were to be elected by the shareholders in the 
respective regions and 3 were to be nominated by the Central Board. Direc- 
tors and members of the Local Board were expected to represent economic 
interests and could not be nominated or elected from among the members 
of the legislature. 

The Reserve Bank was divided into the Issue Department and the 
Banking Department, the former being responsible for the issue of paper 
currency and the latter for all other banking business. The currency notes 
already in circulation aMhe time were transferred to the Reserve Bank which 
was vested with the sole right of note-issue (except one-rupee notes). As 
originally provided, notes were to be issued under the proportional reserve 
system, not less than 2'5ths of the liability of the Issue Department being 
covered by gold coin, gold bullion or sterling securities, provided that the 
amount of gold held was not permitted to fall below Rs. 40 crores. 6 The 
rest of the assets of the Department was to consist of rupee securities of the 
Government of India, rupee coins and bills of exchange or promissory notes 
eligible for purchase by the Reserve Bank, but the amount of rupee secu- 
rities held must not exceed one-fourth of the Department’s total assets or 
Rs. 50 crores. whichever was greater. The issue of extra currency in case of 
need was permitted by the provision that the proportionality rule could be 
waived with the previous sanction of the Governor-General in Council 
and on payment of a penal tax to the Government whose amount would 
vary according to the length of the period for which asset requirements 
were held in suspension. 

The Banking Department of the Reserve Bank was to hold deposits 
from the Government,- local bodies, banks and individuals, but could 
not pay any interest on such deposits lest it appeared to be in competition 
for deposits with other financial institutions. It could transact different 
kinds of banking business, including buying and selling of trade bills, but 
the period of maturity of such bills must not exceed 90 days for commercial 
bills and 9 months for bills arising out of agricultural transactions. All 
such bills must bear the signature of a scheduled bank or a Provincial 
Cooperative Bank. Its loans were to be confined to the Central and local 
Governments, ‘scheduled’ banks 7 and Provincial Cooperative banks, the 
period of such loans not exceeding 90 days. The Bank could also buy and sell 
bills of exchange and promissory notes in the open market (that is, without 
the requirement of a signature from a scheduled bank or a Provincial 
Cooperative Bank) if such transactions were necessary for the regulation of 
credit in the country. 

6. Gold being valued at that time at 8.47512 grains of fin - gold per rupee. 

7. A bank having a paid-up capital and reserves of Rs. 5 lakhs or more would merit 
inclusion in the Second Schedule of the Reserve. Bank Act and was hence called a 
‘scheduled’ bank. 



Development of Modern Banking in India 249 


The Reserve Bank was also entrusted with the responsibility of main- 
taining the sterling exchange standard by buying and selling sterling at 
specified rates. These rates were fixed at ls.5Md. for salts of sterling 
and ls.6 T 3 ff d. for purchases. 

The Reserve Bank’s relations with the scheduled banks were laid down 
by the Act as follows: Each scheduled bank was required to maintain with 
the Reserve Bank a balance equal to not less than 5 per cent of its demand 
liabilities and 2 per cent of its time liabilities. A scheduled bank was also 
required to submit a weekly return to the Reserve Bank of India. The sche- 
duled banks were entitled to borrow from the Reserve Bank for a period 
not exceeding 90 days against their promissory notes supported by titles 
to goods. The Reserve Bank was authorised to borrow from a scheduled 
bank for a period not exceeding one month. 

The Provincial Cooperative Banks stood in the same relation to the 
Reserve Bank as the scheduled banks, except C»at they were not required 
to maintain a minimum balance with the Reserve Bank, nor were they 
required to submit a return unless called for. Commercial banks other than 
the Ncheauicd banks were initially tree from any obligation to provide the 
Reserve Bank with information relating to their business, but by an amend- 
ment to the Indian Companies Act in 1938 it was made obligatory for all 
companies carrying on banking business to send weekly returns to the 
Reserve Bank. 

The Reserve Bank was laid under a statutory obligation to present a 
report to the Governor-General m Council within three years from its 
inception containing proposals to extend the provisions of the Reserve 
Bank Act relating to scheduled banks to non-scheduled banks and indi- 
genous bankers. Accordingly in 193 7 the Resenc JUnk indicated its willing- 
ness to enter into dealings with the indigenous bankers either (a) indirectly 
through a scheduled bank or (b) directly, on the condition that indigenous 
bankers approximate to scheduled banks, by reorganising their business 
with a minimum capital of Rn. 5 lakhs, maintaining a minimum balance 
with the Reserve Bank and segregating their non-banking business from 
their banking business. The minimum capital requirement was subsequently 
reduced to Rs. 2 lakhs. As these conditions for direct linking with the 
Reserve Bank were regarded as too stringent, the indigenous bankers pre- 
ferred to remain aloof from the Reserve Bank, dealing with the latter, if 
necessary, only through the Imperial Bank or some other scheduled 
bank. 

The Reserve Bank was intended to be specially oriented to the needs 
of agricultural credit. Accordingly, an Agricultural Credit Department 
was attached to it whose main functions were to study all questions relating 
to agricultural credit and to coordinate the activities of the Reserve Bank 
with those of other banks or cooperative organisations dealing in agricul- 
tural credit. The Agricultural Credit Department did not have any funds 
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of its own and, in the early years at any rate, it achieved little in developing 
the agricultural credit side of the Reserve Bank's business. The Reserve 
Bank had been laid under a statutory obligation to submit a report to the 
Government on the existing machinery of agricultural finance in the country 
within three years of its establishment. A preliminary report on this and 
related matters was submitted to the Government in 1936 and the Statutory 
Report in its final form was drawn up in 1937. 

During the Second World War the Reserve Bank was under pressure 
to provide funds for the Government of India against Sterling securities 
deposited by the British Government in a blocked account at the Bank of 
England. It was characterised as being “for all practical purposes, a subor- 
dinate branch of the Bank of England”. 8 The War had also brought about 
a marked concentration in the ownership of the Bank’s shares, a very large 
fraction of such shares being now held by Bombay capitalists. It was 
realised during the war years that the Reserve Bank had failed to develop 
as a national institution with a concern for domestic stability and an interest 
in domestic economic expansion. Accordingly, as soon as the war ended, 
the demand for nationalisation of the Reserve Bank was re-iterated in the 
Indian legislature and the interim Government which had been installed in 
1946 prior to the final transfer of power to Indian hands accepted this 
demand in principle. A bill to transfer the Reserve Bank to public ownership 
was passed by the Indian legislature in September 1948 and came into effect 
on 1st January, 1949. 

The nationalisation of the Reserve Bank was accomplished by compen- 
sating all existing shareholders at the rate of Rs. 118-10 as. for each share 
of Rs. 100 held by them. The payment was made in 3 per cent promissory 
notes of the Central Government. After nationalisation the Central Board 
of the Bank was to consist of a Governor, two Deputy Governors, ten 
Directors (four of them representing the four Local Boards) and one 
Government official, all nominated by the Central Government for a term of 
four years. Each Local Board would consist of three Directors nominated 
by the Government. The Central Government took upon itself the power 
to give directions to the Reserve Bank in the public interest, but all such 
directions were to be given after consultation with the Governor. 

The Central Banking Enquiry Committee had, in their report, made 
several recommendations for the improvement of the working of the com- 
mercial banks so th?t bank failures might be a thing of the past. On the basis 
of these recommendations the Indian Companies Act was amended in 1936 
and certain special provisions relating to banking companies were inserted. 
The minimum share capital for a banking company was fixed at Rs. 50,000. 
Every banking company was required to transfer at least 20 per cent 
of its annual profits to a Reserve Fund until the Fund equalled its 


8. Banerjee, P.N., Indian Economics, 6th Ed., p. 463. 
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paid-up capital. It was also to maintain a minimum cash balance of 5 per 
cent against its demand liabilities and \\ per cent against time liabili- 
ties. No banking Company could be managed by a managing agent, nor 
could it form, or hold shares in, a subsidiary company unless such a com- 
pany was set up in furtherance of iu banking interests. 

Tlie piovisions thus incorporated in the Indian Companies Act did not 
meet the requirements ot the situation. A banking crisis in 1938 under- 
scored the importance of more comprehensive legislation for safeguarding 
the interests ot bank depositor* and securing suitable conditions of deve- 
lopment 1 or the banking system as a whole. Certain proposals in this regard 
were made by the Reserve Bank to the Government of India in November 
1939. But owing to the intervention of the Second World War the proposals 
failed to receive due attention at the time. After the War ended, the 
Government of India put on the statute book the comprehensive Banking 
Companies Act in 1949. Its principal features vve»e: (V) every banking com- 
pany must hold a licence from the Reserve Bank by fulfilling certain condi- 
tions, (ft) the minimum paid-up capital and reserves of a banking company 
was to be Rs. 1 lakh with additional requirements in case the banking com- 
pany had several branches, while in the case of banks having a branch in 
Bombay city or C alcutia the additional capital and reserve requirement was 
to be Rs. 5 lakhs, (t ) the minimum cash reserve against time liabilities was 
raised to 2 per cent, [d) every banking company must transfer at least 20 
per cent of its annual profits to a reserve fund until the reserves equalled 
the paid-up capital, (e) it must submit periodically certain returns to the 
Reserve Bank, and (/) it must submit its books and accounts to inspection 
by the Reserve Bank and the latter could, on the basis of its inspection 
report, issue instructions to the banking compaio and, if required, put a 
stop to its banking business. 

As regards Exchange Banks the Central Banking Enquiry Committee 
supported the view that certain restrictions ought to be put on their activi- 
ties, particularly since Indian banks weie subjected to various restrictions 
in many foreign countries. The Reserve Bank of India has since introduced 
a system of licensing the Exchange Banks. Under the terms of the licence 
the Exchange Banks are required to provide the Reserve Bank with an 
annual statement relating to their assets and liabilities in India. 

One feature of the European-style banking system in India has been 
its predominantly urban character. Rural areas had hardly begun to feel 
the impact of modern banking even / 1950 and continued to depend for 
their financial needs on indigenous bankers and money-lenders. The Rural 
Banking Enquiry Committee set up in November 1949 addressed itself to 
the question of extending banking facilities to the rural areas. While stress- 
ing the importance of Post Office Savings Banks and Cooperative Socie- 
ties in developing banking habits among the rural population, the Com- 
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mitteealso gave some thought to the conditions required to induce joint-stock 
banks to move out to rural areas. It suggested that the Reserve Bank should 
arrange for more elaborate remittance facilities, while the Government 
should allow the rural branches of banks to use the strong-rooms of trea- 
suries and sub-treasuries for the safe keeping of their cash. Most important 
in the Committee’s view was the necessity of pressing into general use the 
receipts granted by warehouses against goods deposited with them; for 
this warehouses had to be constructed in all parts of the country with loans 
and subsidies given by the Government and the Reserve Bank to commer- 
cial banks and cooperative institutions. Such warehouse receipts could be 
used as a credit instrument at all levels and could be re-discounted, when 
necessary, with the Reserve Bank of India itself. 

The Presidency Banks, we have seen, were deprived of their right of 
note-issue in 1862. For a few years the note-issue continued to be managed 
by these Banks until in 1866 the Government took over the management of 
the note-issue. Under the Presidency Banks Act of 1876 a Presidency Bank 
had to confine its working to the regions assigned to it. Restrictions were 
also imposed on the types of business which the Presidency Banks could 
transact. Thus (a) they could not deal in foreign exchange, (b) borrow or 
receive deposits payable outside India, (c) lend money for a period exceeding 
six months, (d) lend against immovable property, (e) lend on the security 
of promissory notes bearing less than two signatures or (/) lend against 
goods unless either the goods or titles to them were deposited with the 
lending bank as security. 

Proposals to amalgamate the three Presidency Banks were made as early 
as 1836 and again in 1859 and 1876. Sir Everard Hambro, a member of the 
Fowler Committee of i896, proposed the creation of a Central Bank in 
consideration of its many advantages. At the time of the Chamberlain 
Commission’s investigations two memoranda on the proposal for a Central 
Bank were drawn up, one by Sir Lionel Abraham of the India office 
and the other by Prof. J.M. Keynes. The Keynes memorandum envisaged 
that the Central Bank would do business both in India and in London. 
The London office would be a small affair, and no competition would be 
offered to Exchange Banks in the remittance through bills. But this office 
would handle remittances on behalf of the Secretary of State for India in 
the most economical way. It was to hold the Government’s balances in 
London and use them for investment in the London market. It was also 
to float sterling loans on behalf of the Secretary of State. The India office 
of the Central Bank was to hold all Government balances and manage the 
Note-issue. It was also to manage the Government debt in India. But the 
management of the mint and the keeping of the Gold Standard Reserve 
were not to be entrusted to it. The proposed Central Bank was to be a 
private bank, formed by the amalgamation of the three Presidency Banks. 
But although privately owned, it was to have the closest relations with the 
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Government. Government was to share the profits of the Bank after they 
had reached a certain minimum, say, 18 per cent. 

The advantages of a Central Bank, as outlined in the Keynes memoran- 
dum, were: (i) the abolition of the independent Treasury system, which 
would make large balances available to the money market, (/'/') expansion 
and better management of note-issue to make it more popular, {Hi) lessen- 
ing of responsibility of Government officials for note-issue, balance mana- 
gement, remittances and loans, (iv) placing of a buffer between the Secre- 
tary of State and the money market, thus eliminating vexatious criticism 
on small details of financial business, (v) scope for utilisation of officers 
specially trained in financial and banking work, (v/) moderation to some 
extent of wide fluctuations in the Bank Rate, specially during the ‘busy’ 
season, (vii) increase of branches, which the union of Government and 
banking business should promote, making available sound banking 
facilities to many parts of India which lacked such facilities (either directly 
or by supplying a basis on which private and cooperative banks could be 
built up), (viii) introduction of re-discount facilities, aiding Ihe gradual 
development of Indian banking on the most desirable lines, and (ix) impart- 
ing of greater stability to the banking system and avoidance of banking 
crises. 

The absence of a Central Bank was very keenly felt during the First 
World War. As a first step in the direction of having a Central Bank the 
three Presidency Banks were amalgamated in 1920 to form the Imperial 
Bank of India. The Imperial Bank was not, however, a true Central Bank, 
because it was not invested with the function of note-issue. The hiatus 
between the money-market and Government balances continued. As a 
partial relief the Indian Paper Currency Act of 1923 allowed a sum of up to 
Rs. 12 crores to be advanced to the Imperial Bank on the security of hundis 
The Imperial Bank was not entrusted with the function of remittance of 
funds to the Secretary of State, though it was permitted to open a London 
office. There was no provision, as in the Keynes scheme, for a sharing of 
profit between the State and the Imperial Bank. The arrangement between 
the Government and the Imperial Bank was a make-shift one, for only 10 
years in the first instance. 

The Imperial Bank had an authorised capital of Rs. 11.25 crores out 
of which Rs. 5.625 crores was paid up. The capital was divided into shares 
of Rs. 500 each. The Central Board was the highest authority to run the 
affairs of the Bank; it consisted of (t) the Presidents and Vice-Presidents 
of the three Local Boards at the three Head-offices, viz., Bombay, Calcutta 
and Madras, (6) Controller of currency ex-officio , (c) four non-officials 
nominated by the Governor-General in Council, (d) the Secretaries ot the 
Local Boards, and (<?) two Mauaging Governors appointed by the Governor- 
General in Council. The Central Board set up a small Managing Committee. 
The Local Boards managed the Head offices in their respective localities. 
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A general meeting of the Bank’s shareholders had to be held each year 
on the first Monday of August. At this meeting the Central Board sub- 
mitted an Annual Statement (July-June) of affairs. 

The establishment of the Imperial Bank did not remove the difficulty 
of dual control of currency and credit, the currency being managed by the 
Government and credit by the Imperial Bank. As the Hilton Young Com- 
mission observed, “The Government controls the currency. The credit 
situation is controlled, so far as it is controlled at all, by the Imperial Bank. 
With divided control there is likelihood of divided counsels and failure to 
coordinate. The only certain way to secure coordination is to concentrate 
the controls in one hand. In other countries the single controlling hand is 
that of a Central Bank/' 9 It was, however, not desirable to convert the 
Imperial Bank into a Central Bank, as then the Imperial Bank would have to 
be bound by various restrictions and would be prevented from its other 
important task of extending banking facilities in India. 

The Hilton Young Commission therefore proposed that a new institu- 
tion called the Reserve Bank of India should be set up to discharge central 
banking functions. It should be a private shareholders' bank with a share 
capital of Rs. 5 crores. Its affairs should be managed by a Central Board 
and Local Boards in a manner analogous to that of the Imperial Bank. The 
Commission recommended a Central Board of 14 members, viz.. President, 
Vice-Presidents and one elected member from each of the three Local 
Boards, the Managing Governor and Deputy Managing Governor appoin- 
ted by the Governor-General in Council for five years and three non-otficials 
also nominated by the Governor-General in Council." To eliminate poli- 
tical pressure it was to be stipulated that no person shall be appointed to the 
Central Board, if he is a member of the Governor-General's or Governor’s 
Councils, the Council of State, the Legislative Assembly or the Legislative 
Councils. The Government should have a share in the Bank’s profits. 

The Commission envisaged the Bank's essential functions as follows: 
all remittance operations of the Government in India and London 10 (thus 
relieving Government of operations in the exchange market) and manage- 
ment of the note-issue (with the notes guaranteed by the Government). 
To meet the seasonal demand for credit and currency the Commission pro- 
posed that the Reserve Bank should be empowered to issue notes against 
the security of commercial bills. 11 

Before the establishment of the Reserve Bank of India in 1935, the 
‘Bank Rate’ in India was the rate at which the Imperial Bank of India would 
ordinarily advance money against Government Securities. The Imperial 

9. Hilton Young Commission Report, para. 20. 

10. Annual remittance at this time amounted to some 35 million pounds sterling, a large 
sum m relation to total outward remittances from the country. 

11. Sir P, Thakurdas was opposed to this, because in his view this would mean competi- 
tion for inland bills between the Imperial Bank and the Central Bank. 
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Bank Hundi rate was the rate at which the Imperial Bank would discount 
or re-discount first class three months’ bills. This would normally be equal 
to or jr per cent above the bank rate. The bazar rate was the rate at which 
the bills of smal traders used to be discounted by shroffs (usually about 
3-4* % above Hundi rate). Rates for bills of large traders and shroffs 
followed closely the Imperial Bank Hundi rate . 

During the slack season (July-October) the Imperial Bank’s cash balances 
would reach their maximum and both the bank rate and the bank Hundi 
rate would be relatively low. The balances would be depleted when the 
busy season commenced in order to meet the financial needs of traders 
moving important commercial crops from the interior to the towns and 
ports. At this time money rates would normally move up. 

Important developments had taken place years after the First World War 
in the system of Government remittances to London. The mam method by 
which the Secretary of State wa* placed in funds before the war was through 
sale by open tender of council bills; the same method was maintained during 
the war with some modifications, viz,, (a) since December 1916 the ‘interme- 
diate’ drafts which were regularly sold between t tie weekly auctions were 
suspended, and (b) there was no pro\ision for sale of rupees without 
limit. No sales of council bills took place in London between the date of 
publication of the Babington Smith Committee Report and January 1923. 
After that date the sales were supplemented by purchase of sterling by the 
Government of India in India. The sterling so purchased was credited to 
the Secretary of State in the Bank of England. From January 1923 to 
December 1925 nearly £94 million were so transmitted as against £23 
million realised by the sale of council bills in London. For the sterling pur- 
chased the rate selected was generally K.6 v 9 T d. which corresponded to the 
upper gold point on the basis of a ls.6d. rupee. In 1925-26 the method 
of remittance by purchase of sterling in India was exclusively adopted, no 
council drafts being sold. 

The Babington Smith Committee recommended that the statutory 
minimum for the metallic portion of the Paper Currency Reserve should 
be 40 per cent of the gross circulation. This was a radical departure from 
the fixed fiduciary principle. The Committee also recommended that with 
a view to meeting seasonal demand for additional currency, provision 
should be made for the is^ue of notes up to Rv 5 crores as loans to the 
Presidency banks on the security of export bills. The metallic portion in 
the reserve was to be held in India. °n the basis of these recommendations 
the Paper Currency Act was consolidated in 1923. The metallic reserve 
was, however, fixed at 50 per cent instead of 40 per cent. 

At the close of the First World War the Gold Standard Reserve stood 
at £40 million. The entire amount was invested in sterling securities and 
British treasury bills. The interest on these securities was credited to the 
revenues of the Government of India after 1923. The Hilton Young Com- 
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mission recommended the unification of the Gold Standard Reserve and 
the Paper Currency Reserve. The first responsibility of this amalgamated 
reserve was to ensure the convertibility of notes into gold. At least 40 per 
cent of the notes in circulation were to be backed by gold or gold securities. 12 
Since the same reserve was also to ensure external exchange stability it 
was suggested by the Hilton Young Commission that besides the 40 per 
cent rule for ensuring domestic convertibility, some amount (say, Rs. 50 
crores) should be held in reserve against this commitment. If silver 
rupees were presented for conversion into gold this portion of the reserve 
was to be utilised. 

With the establishment of the Reserve Bank of India in 1935 the 
administration of the country’s monetary reserves was transferred from the 
Central Government to the Reserve Bank, as already seen. 

The Reserve Bank initially followed a policy of consolidation rather 
than of systematic expansion and was often blamed for not coming readily 
to the rescue of the Indian banking companies in trouble. Yet the very exis- 
tence of the Reserve Bank certainly exercised a healthy influence on the 
banking system as a whole, instilling greater confidence into both bankers 
and bank depositors. 

By 1950 India had over 4,300 banking offices, but this was still too 
small in relation to the size and population of the country. However, the 
decline over the years in the number of non-scheduled banks through con- 
solidation as well as liquidation of uneconomic units was a healthy develop- 
ment. The hold of the Reserve Bank of India over the commercial banking 
institutions was considerably strengthened after 1949 and the way to the 
emergence of a more unified money market was being explored. 

Nationalisation of Major Commercial Hanks after 1955 

The first step in the nationalisation of commercial banks was taken in 1955 
when the biggest commercial bank in the country, the Imperial Bank of 
India, was nationalised and re-christened as the State Bank of India. This 
act of nationalisation was resorted to primarily in order to make commer- 
cial bank credit available to rural areas. The State Bank’s statute required 
it to open at least 400 branches within five years. This target was 
exceeded. 

In the 1960s it became quite evident that, without a much more libera- 
lised supply of credit for agricultural pursuits, the benefits of new tech- 
nologies of agricultural production could not be reaped. Till then the 
bulk of commercial bank credit was for use in industry and commerce. 
Farmers, small artisans and petty traders had to borrow at exorbitant 

12. At least half of this reserve was to be held in India and the minimum amount of 
gold in the reserve was to be Rs. 30 crores. 
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interest rates from non-institutional souices which included large traders. 
The blending of trading and money-lending activities led to excessive spolia- 
tion of the weaker segments of society. Therefore, when 14 major commer- 
cial banks of the country came to be suddenly nationalised on July 19 , 1969 , 
this action was held up as part and parcel of a programme of poverty eradi- 
cation (garibi hatao) launched by the Indian National Congress (Indira 
group) alter a split between two factions of the Congress Party. 

Alter July 1969 the public sector banks have been encouraged and 
induced to open hundreds of branches, paying special attention to formerly 
unbanked areas. The banks’ branch expansion schemes are subject to the 
regulations framed by the Reserve Bank of India. By 1983 the number of 
bank offices in the country had increased more than five-fold, from 8,187 
offices in June 1969 to 43,209 m June. 1983. Bank offices in rural areas in- 
creased during the same period from 1,443 to 21,981. But although nearly 
51 per cent of bank offices were operating in rural areas, the share of rural 
branches in total bank deposits was only 14 per cent and their share in 
aggregate credit disbursed was 12.4 per cent. At the other end of the spec- 
trum, bank offices in metropolitan centres accounted foi 11 per cent of the 
total number of branches, but received 37,5 per cent of total bank deposits 
and disbursed 48.2 per cent of aggregate bank credit. Between these two 
extremes lay the senu-urhan and urban branches, accounting for 38 per 
cent of bank offices and 48.4 per cent of deposits, but only 39.4 per cent 
of bank credit. Thus the bias in the banking system towards commercial 
and industrial activities, centred on metropolitan areas, continued almost 
unabated. An outflow of bank funds from less developed rural and 
*emi-urban areas to the more developed urban and metropolitan areas 
indicated a degree of unevenness in development. 

Within the limits imposed by exogenous factors ih; rural branches were 
able to utilise a larger portion of their loanable func * for agricultural pur- 
poses. Between June 1973 and June 1983 the share of agriculture in the 
credit sanctioned by rural bank offices rose from 26.8 per cent to 50.7 per 
cent. Besides agriculture, some other categories of borrowers, such as 
small industry, retail trade and transport business, also received special 
attention from the commercial banks after nationalisation. The number 
of borrowing accounts in these ‘priority sectors', which was as low as 2.60 
lakhs in June 1969, rose to 135.74 lakhs by June 1981. The share of these 
sectors in total credit rose from 14.6 per cent to 36.4 per cent during the 
same period. 13 The average size of loan sanctioned, however, declined 
from about Rs. 17,000 to Rs. 6,500, a.. hough prices were on the rise. The 
preponderance of small loans was likely to reduce the effectiveness of the 
loans granted and might create difficulties in respect of loan recovery. 

13. The target was to raise this share to 40 per cent by March, 1985. This target was 
achieved before the due date. 
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On April 15, 1980, another 6 commercial banks came to be nationalised. 
But branch expansion by nationalised banks was soon found out to be too 
costly a method for providing rural credit. It was thought desirable to have 
a separate set of institutions, which could be operated with less expense and 
provide credit to rural borrowers with a minimum of formalities. Such 
institutions came to be called Regional Rural Banks. The growth of 
branches of Regional Rural Bank has further extended the network of 
rural bank offices in India. 
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Government Finance Before and 
After Independence 


We know from Lord Clive's letter to the Court of Directors of the East 
India Company dated 30th September, 1765 that on the acquisition of the 
Diwani of Bengal, Bihar and Orissa the Company’s Indian revenues were 
anticipated to be in the neighbourhood of Rs. 2.50 crores per year. This 
was expected to go up by Rs. 20 or 30 lakhs in subsequent years. The Com- 
pany’s expenditures for other than trade purposes were as follows: 

. Rs. Lakhs 
60 
42 
26 

1,28 

The balance furnished the means of financing the Company’s ‘invest- 
ment’. By the term ‘investment’ was meant ‘the amount set apart in the 
purchase oi goods for exportation to England.’ 1 The size of this invest- 
ment was for many years taken as the yardstick of success of the Company’s 
ventures in India. From the Indian point of view, however, the financing of 
the Company’s commercial purchases by this particular method meant a 
slowing down of the influx of precious metals into the country with its 
stifling consequences on the expansion of trade and capital creation. 
Although the quantum of investment by the Company was a principal 
means of sustaining the demand for many kinds of goods, notably textiles, 
after domestic demand had started falling off, it must be recognised that the 
exports financed in this way were without any quid pro quo . Whatever their 
role in keeping up industrial employment in the country for some years 
before such employment was finally squeezed out by the new industrial 
technology of the West, a succession of years of ‘unrequited exports 
undoubtedly weakened the productive base of the economy. Moreover, 
trading profits were heavily concentrated in the hands of Europeans who 
preferred to remit such profits to Europe, thereby adding to the magnitude 
of the goods ‘drain’. (See supra, Ch. 3.) 

1. Dult, R.C., Economic History of India , 1757-1837 , P- 34. 
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In 1813 the territorial revenues of the Company were directed to be 
separated from the commercial revenues. The object was to earmark terri- 
torial revenues for the upkeep of the Company’s Civil and Military Estab- 
lishments and for the payment of interest on the Company’s Indian debt. 
The commercial profit of the Company was to be applied to the payment 
of bills of exchange and the payment of interest on other debts, the repay- 
ment of debt, and the payment of dividends to the Company’s share- 
holders. 

The average annual territorial revenue from the Company's territories 
during the period 1813-1828 amounted to over £20 million. The bulk of 
this revenue was derived from the then Presidency of Bengal which contri- 
buted nearly £13.1 million per year. The Presidency of Madras yielded 
£5.5 million a year, Bombay £2.8 million, and Oudh and other settlements 
less than £1 million. The average annual ‘Home charges’ met out of this 
revenue was £1.7 million. The expenditure usually exceeded the revenue, 
the average annual deficit during the period mentioned above being £1.2 
million. 

As can be expected, land revenue formed the bulk of the Company's 
gross revenue collections. During 1813 2S the average annual collection 
from land revenue was nearly £12.5 million, which came to about 62.5 per 
cent of the aggregate revenue. The other sources of revenue were: duties 
on internal trade and transit, duties on exports and imports, net revenue 
from the sale of opium and salt, etc. 

Duties on internal, trade were a legacy from the .pre-British period. 
They were recognised to be a source of vexatious interference with trade and 
a breeding ground for corruption. But financial requirements were so great 
that even such an obnoxious source of revenue could not be given up until 
about the middle of the nineteenth century. The annual revenue from this 
source was of the order of £220,000. The usual rate of imposition, as 
prevalent after 1801, was per cent ad valorem. 

Customs duties were generally charged at 1\ per cent ad valorem , 
with a 5 per cent rate on a number of chosen articles and a 10 per cent rate 
on a few luxury goods. In 1811 duties leviable on goods carried in foreign 
vessels were raised to double these rates, while goods carried in British 
ships continued to pay the lower rates, Non-British vessels were debarred 
at the same time from engaging in coastal trade. Further favour was shown 
to certain imports from England in 1815 when a 2\ per cent duty came to 
be levied on some categories of imports, while a few other items were alto- 
gether exempted from the payment of import duties. In the case of certain 
export items also, such as cotton, indigo, wool, hemp and sunn, similar 
favourable treatment was accorded to goods despatched for Britain in a 
British or Indian-built ship. But until 1823 no relief in export duty was 
granted to Indian cotton piecegoods although exports of such piecegoods 
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were becoming increasingly difficult in the altered environment of Indo- 
European trade. 

The preference system was given a further dimension in 1825. While 
British goods continued to pay either no duty at all or a 2\ per cent 
duty, goods from the rest of Lurope and from the United States were gene- 
rally required to pay 5 per cent and goods originating in any other country 
were subjected to a duty of 74 -10 per cent. The rates would be double 
in each case it the goods were carried in foreign ships. Corresponding pre- 
ferences were introduced on the exports side for British and European 
countries and for the United States. 

The above rates related to the port in Calcutta. Ports in Bombay had, 
in general, a lower scale ol duties. Madras also had relatively low duties 
until 1803 when customs tariffs were sharply increased. 

The abolition of duties on internal trade after 1836 necessitated a greater 
recourse to sea customs. Accordingly the customs regulations were 
thoroughly revised in the 184CK, one consequence of .which was to do away 
with the discrimination between British and foreign vessels. But the 
discrinvnation in favour of goods of British origin continued for several 
years more. 

The costs of suppressing the Indian Mutiny in 1857 added substantially 
to the Government of India's financial liabilities. The post-Mutiny policy 
of maintaining a larger contingent of British troops in India also added to 
the defence expenditure. Among other measures adopted to augment 
government revenues, an enhancement of the import duties was proposed. 
Discrimination of every' sort was abolished and a uniform import duty of 
20 per cent ad valonm was adopted for most luxury goods. Specific duties 
were imposed on wines, spirits and beer, but the lates amounted approxi- 
mately to 20 per cent of value. A few articles of * ommon use, notably 
cotton piecegoods. were to be charged 10 per ceni. The duty on cotton 
thread, twist and yarn was fixed at 5 per cent. Books, raw cotton, bullion 
and machinery of most kinds were on the free list. The export duties were 
generally left unchanged except for the duty on grain which was raised from 
\ anna per maund to 2 anna* per maund. Two important articles on the 
list of goods exempt from export duties were silk and tobacco. It was the 
declared intention of the government that tarifis should have no protective 
effect whatsoever, but should be levied solely for revenue purposes. The 
Tarifi* Act of 1859 established a uniform tariff for the whole of India, 
superseding the earlier system of septate tarifis for the three Presidencies. 

The enhancement of the import duty on cotton piecegoods in 1859 
gave rise to some opposition from the European mercantile interests opera- 
ting from Bombay. These interests pointed out that a cotton textile indus- 
try had already come into existence in the country and it would be unwise 
to put restrictions on imports of cotton piecegoods if competitive condi- 
tions were to be maintained in this segment of the country s economy. 
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The tariff measures of 1859 had probably gone too far, for imports 
started falling in the wake of the high rates adopted. Accordingly in 1860 
the rates were brought down to 10 per cent, though the duties on cotton 
twist and yam were in fact raised to 10 per cent from the prevailing rate of 5 
per cent. A fairly large number of additions were made at the same time to 
the free list of imports. With regard to export duties the Finance Member 
enunciated his general policy of reducing such duties wherever possible, 
since such duties imposed impediments in the way of Indian goods in foreign 
markets. But he raised the export duty on saltpetre in consideration of 
the monopoly which this article enjoyed in foreign markets, particularly 
since the revenue loss due to the reductions made in import duties had to 
be somehow made up. 

In the very next year, however, the duty on cotton twist and yarn was 
brought down once again to 5 per cent. Mr. Samuel Laing, the new Finance 
Member of the Government of India, declared that an article like cotton 
twist or yam should not be charged so high a rate of import duty as to 
-encourage the growth of a rival industry in India under a protective shelter 
He even expressed his conviction that the duty on cotton piecegoods should 
also be reduced to 5 per cent, but the state of the government's finances at 
this time did not permit him to carry his conviction into action. The lo>s 
in revenue caused by the reduction in the duty on cotton twist and yarn 
was made good by enhancing the duty on salt. 

In the budget for 1862-63, however, Mr. Laing succeeded in effecting 
a reduction in the duty on cotton piecegoods. From 10 per cent ad valorem 
the rate of duty was reduced to 5 per cent, while the duty on yarn was 
further reduced to 3J.per cent. An ardent free trader, Mr. Laing refused 
to “bestow on Indian manufacturers the fatal boon of a temporary and 
precarious protection.” But it would be unfair to suggest that his policy 
was to discourage the growth of Indian manufactures. In his Financial 
Statement Mr. Laing disowned any such intention in the clearest possible 
terms. “I see no reason,” he said, “why the interchange between India and 
Europe should be confined to agricultural products against manufactures 
and why, in course of time, manufactures of certain descriptions where 
India has a natural advantage may not enter largely into her staple exports." 2 
His free trading conscience, however, would not allow him to speed up any 
such natural process by protecting the 'infant industries' even for a short 
period ? 

In 1864-65 there was a further general reduction in import duties 
under the then Finance Member, Sir Charles Trevelyan. The rate of duty 
on most goods, formerly at 10 per cent ad valorem , was now reduced to 

per cent. This was made possible by the improvement in other reven- 
ues which left government with a surplus in their revenue budget. In the 

2. Banerjee, P.N., History of Indian Taxation , p. 179 f.n. 
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following year, when financial conditions deteriorated, the Finance Mem- 
ber took the line of least resistance by putting up export duties on articles 
like jute, hides and tea for which the foreign demand had been increasing 
during the 1860s. Unlike his predecessor Sir Charles obviously believed 
that export duties are ultimately borne by the foreigner. Nevertheless 
trading interests frequency raised their voice against export duties, specially 
on rice and sugar. 

The import duties on yarn and cotton piecegoods at 3-J and 5 per 
cent respectively were so long regarded as having no protective implications. 
But in 1874 the Manchester Chamber of Commerce suddenly came out 
with a protesting memorial, addressed to the Secretary of State for India, 
alleging that these duties were laying the foundations of an inefficient 
cotton yarn and textiles industry in India. In the memorial concern was also 
expressed for the rise in the price of such an essential consumer good as 
cloth as a result of the import duties. In a subseouent letter the Chamber 
expressed its concern also lor government revenues. .Since a large number 
of new cotton mills were being projected at the time, imports were bound 
to dwindle and the purpose of the so-called revenue duties would be defeated. 

The matter was referred by the Government of India to a Committee 
which was set up about this time to make a comprehensive review of the 
Indian tariff. The Committee rejected the pica of the Manchester mer- 
chants on the ground that, m spite of the growth of domestic production 
of cotton textiles, imports were still very considerable and the revenue from 
the import duties on varn and piecegoods could hardly be sacrificed. How- 
ever, to placate the Manchester interests the Government of India proposed 
to introduce, in 1875, a 5 per cent import duty on long-staple cotton. 
Export duties were mostly abolished by the Tariff Act of 1875, except for 
three commodities, viz., nee, lac and indigo. 

The Government of India's unwillingness to oblige Manchester by 
abolishing the cotton duties, or alternatively by imposing an excise duty 
on Indian cotton textiles production, angered the Secretary of State for 
India. Lord Salisbury, who was a staunch supporter of the Manchester 
industrialists’ point of view. He asserted his right of dictating the Indian 
tariff to the Indian Government. But the Governor-General, Lord North- 
brook, was not prepared to concede such a right. He resigned his post in 
protest and was succeeded by Lord Lytton who had earlier declared himself 
to be a supporter of the abolition of the cotton duties. 

A Resolution passed in the Brit; '' House of Commons in August 1877 
unequivocally declared that the existing import duties on cotton manufac- 
tures were protective in nature and called for their abolition as soon as 
financial conditions in India permitted such abolition. The Resolution was 
clearly contradictory, since the abolition of a truly protective duty could 
hardly affect the financial conditions adversely. The first actual step towards 
the abolition of cotton duties was taken in 1 878 when the duties on certain 
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coarse varieties of cloth were taken off. It was believed that competition 
between the Indian and British cotton industries was closest in these varie- 
ties and the abrogation of duties on these varieties would abolish the element 
of protection in the cotton duties. The loss of revenue, even from this 
limited step towards free trade in cotton textiles, was not inconsiderable 
and fresh tax sources had to be tapped to make up for the loss. 

Next year the Governor-General used his emergency powers to abolish 
the import duties on cotton piecegoods of comparatively liner varieties after 
overriding the objections of the majority in his Executive Council. The 
proposals were not placed before the Legislative Council at all. This being 
a period of extreme financial difficulties for the government, owing to 
expenditure on famine relief and the fall in the rupee exchange, LordLytton 
had little justification for taking such a step involving considerable sacri- 
fice of revenue without taking his Executive Councillors along with him. 
The pressure from Manchester and the Secretary of Slate was, however, 
so great that the Governor-General had to act according to their wishes 
irrespective of financial and economic considerations. 

The political consequences of such open and unabashed alliance of the 
Government of India with the British cotton mill owners were, however, 
not negligible. Indian public opinion turned against the government when 
it became crystal clear that government’s fiscal policy was intended to 
serve British, rather than Indian, interests. In fact, the measures under 
consideration caused a loss of nearly £200,000 per year to government 
revenues at a time when the financial situation was by no means easy. It 
should be noted that on this ground the measures were opposed even by 
some members of the India Council which was an advisory bod> to the 
Secretary of State. 

The goal of completely free trade was now within sight. In 1880 all 
export duties were abolished with the exception of the duty on rice. As the 
finances of the government had improved in the early 1880s, full abolition 
of all import duties, with the exception of the duties on arms and ammuni- 
tion, wines and liquors, opium and salt, was decided upon in the budget 
for 1882-83. The Finance Member, Sir Evelyn Baring, declared that by 
accepting the principle of free trade India was simply following the path 
charted by England and expressed the hope that just as free trade had 
proved beneficial for England, so it would be for India. The idea of stages 
in economic growth had not yet seen the light of the day. 

In advocating a policy of total abolition of all import duties the autho- 
rities had held out the prospect that the removal of such duties would lead 
to a general increase in demand for commodities and enhanced prosperity 
for all. Nothing like this actually happened. It was then suggested that the 
falling exchange value of the rupee might be responsible for the continued 
depression in trade and industry, while the thrifty nature of the people 
might also be a factor in accounting for the low price elasticity of demand 
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in the Indian market. Whatever may be the truth, it remains obvious 
that the free trade experiment in India, short-lived that it was, left no lasting 
effect on economic performance or on the general attitude of the people 
towards such issues as the significance of unfettered competition. 

The reversal of the free trade policy was forced by the decline in the 
government's budgetary surplus after 1884. At first other expedients were 
tried. But as the situation did not improve, a 5 per cent duty on imported 
petroleum was proposed in 1888. Following discussions in the Legislative 
Council this was changed to a specific duty. In 1890 the duty on intoxica- 
ting liquors was raised. These minor imposts did not yield much additional 
revenue. As the financial difficulties mounted after 1893, few alternatives 
were left except to re-introduce a comprehensive system of import duties* 
The Secretary of State accepted the Government of India’s proposals in 
this respect, but he declined to give his assent to the inclusion of cotton, 
yam and piecegoods in the list of articles subject tariff. These, he insis- 
ted, must remain on the free list. The exclusion of cotton goods from the 
new tariff, levied generally at 5 per cent ad valorem , meant that revenue 
from vus omr was lower than it could otherwise be. But the financial diffi- 
culties of the period called for more extensive measures. At last, in May 
1894, the Secretary of State for India agreed to permit the Government 
of India to re-introduce import duties on cotton goods, but only on the 
condition that either goods directly competitive with Indian cotton manu- 
factures be exempted from such duties or excise duties equivalent to the 
import dutie 4 be imposed on those classes of goods to equalise the condi- 
tions of competition. With such countervailing excise duties, an import 
duty at 5 per cent was re-imposed on cotton yarn in December 1894. A 
5 per cent excise duty on cotton yarn above 20» count w r as imposed at the 
same time, but no excise duty on piecegoods was le\ ed. The Manchester 
manufacturers took exception to this. On their suggestion the import and 
excise duties on yarn were abolished in 1896 and a 3 per cent import duty 
on manufactured cotton cloth, along with a countervailing excise duty at 
the same rate, was imposed. These rates applied to cloth of all counts, 
whether or not they were directly competitive with British goods. These 
changes in import duties caused a loss in revenue of nearly Rs. 5 lakhs. 

There can be little doubt that Indian tariff policy up to the end of the 
nineteenth century was guided more by considerations of British than 
of Indian interest. The opening years of the twentieth century saw some 
changes in this respect. In 1899 a tar f was specially devised against the 
flooding of the Indian market by the bounty-fed beet sugar from Western 
and Central Furope. Even in this case, however, the principal consi- 
deration was not so much the prevention of injury to Indian sugar producers 
as the creation of easier conditions for increased imports into India of 
sugar from the British colony of Mauritius. The scope of this 'safeguarding* 
action was extended further during 1902-03. 
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Revenue considerations led to some upward revision of tariffs in 1910, 
tobacco being one of the commodities taxed at a higher rate. This led to 
agitation by British manufacturers of tobacco with the result that the Gov- 
ernment of India was forced in the very next year to reduce the tobacco 
duties. The next upward revision in tariffs came in 1916 when the demands 
of the First World War made the raising of additional revenues unavoidable. 
The general rate of import duty was raised from 5 to 7 per cent and certain 
articles formerly allowed free were subjected to duties varying from 2 to 7 
per cent. There was a revival of export duties as well, notably on jute and 
tea. It may be noted that even during this period of acute financial difficul- 
ties the import duty on cotton piecegoods was left unchanged at 3 per cent. 

The year 1917 saw further enhancement in customs duties. The export 
duty on* jute goods was doubled. The import duty on cotton piecegoods 
was now permitted to be raised to 7 per cent after repeated representations 
by the Government of India to the Home government. The countervailing 
excise duty on cotton piecegoods was left unchanged at 3 per cent. This was 
the first indication of a reversal in the balance of forces under which Indian 
tariff policy was being guided by the dictates of Whitehall. Talks for a 
further dose of Constitutional reforms in India were due at this time. Very 
naturally the British Government did not want to exacerbate Indian 
public opinion at such a moment. In fact, the Report of the Joint Parlia- 
mentary Committee on Indian Constitutional Reforms recommended that, 
while the Secretary of State had in theory every right to intervene in all 
aspects of Indian affairs, he should, as a special gesture, refrain ,'roni interfer- 
ing in fiscal matters so long as the executive and legislative branches of the 
Government of India were united in their demand for a certain type of 
fiscal policy. 

The immediate post-war period was marked by difficulties in balan cing 
the budget. In 1920 a 15 per cent export duty was imposed on hides and 
skins, the rate being 10 per cent in the case of exports to any part of the 
British Empire. This measure of Imperial Preference was vigorously oppos- 
ed by Indian members in the Legislative Assembly, but the Government 
could not be made to yield on the question of such preference. 

The general import duty was substantially revised upwards in 1921. 
In place of the 7 per cent ad valorem rate so long prevailing, the common 
rate became 1 1 per cent. Cotton manufactures were included in the general 
list, but the countervailing excise duty on cotton goods remained at 3 per 
cent. The duties on certain luxury items were raised to 20 per cent. Although 
the higher duties on imports of cotton goods were resented by British 
exporters of such goods to India and a deputation on their behalf waited 
upon the Secretary of State, Mr. Montagu, the duties were allowed to 
remain as proposed, the Secretary of State pleading his inability to inter- 
fere with the policy of the Government of India. 

The general import duty was further raised to 15 per cent in 1922. 



Government Finance Before and After Independence 267 


Cotton manufactures were proposed to be included in the general list. But 
this time the cotton excise duty was also brought up for revision and the 
Finance Member proposed to raise the rate of this duty from the existing 3 
to 74 per cent. This was not acceptable to the Indian legislature. A com- 
promise was then accepted. The excise duty remained at 3 per cent, while 
the import duty on cotton goods came to be levied at 11 per cent. 

In 1923 the export duty on hides and skins was reduced from 15 to 
5 per cent and the preference established in favour of countries in the British 
Empire was given up. The issue of Imperial Preference, along with the 
question of using tariffs for protective purposes, was being examined at 
this time by the Fiscal Commission under Sri Ibrahim Rahimtoola. The 
Government of India agreed to keep in abeyance all measures of a preferen- 
tial nature until the Commission’s Report was available. 

In 1925 the ad valorem duty on sugar imports was converted to a speci- 
fic duty. This was in effect a protective measure intended to insulate the 
Indian sugar industry against falling prices of sugar abroad. As world 
prices had started falling, the high ad valorem duties which in the immediate 
post-wj- years afforded some measure of protection to indigenous produc- 
ers had lest their effectiveness and stood in need of revision. The Taxation 
Enquiry Committee of 1924-25 made a careful study of all taxes, including 
customs duties, then being levied in the country and suggested some mea- 
sures of change. 

An immediate consequence of the T.E.CVs recommendations was the 
abolition of the cotton excise duty in December 1925. Already in 1916 
Lord Hardinge, the Governor-General of India, had given the assurance 
that this duty would be abolished as soon as the financial position of the 
government permitted. This pledge was redeem’d when the Finance 
Minister anticipated a revenue surplus ot Rs. 3 cvres in the 1926-27 
budget. The loss from the abolition of the cotton excise duty was estimated 
at Rs. li crores. 

Budgetary surpluses permitted further reduction of customs duties 
during 1927-29. Hides and skins and tea benefited from the abolition of 
export duties, while imports of motor cars and tyres were permitted entry 
at lower import duties; Import duties on tobacco and motor spirits were, 
however, raised to about 50 per cent. 

The years of the Great Depression were hard for the financial autho- 
rities. As trade shrank in value, the yield from the customs duties fell 
sharply. The nationalist movement ’.th its emphasis on the boycott ot 
British goods was also responsible in some measure for the deterioration 
in government finances. The yield from customs fell trom Rs. 51.28 croies 
in 1929-30 to Rs. 46.44 crorcs in 1931-32. To meet the situation the govern- 
ment introduced, among other measures, special surcharges on the customs 
duties, the rate of the surcharge varying trom 2 to 15 per cent of the basic 
duty. On the conclusion of the Ottawa Trade Agreement in 1932 the tariff 
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rates were overhauled to give effect to the policy of preferential treatment 
for goods imported from the rest of the British Empire. The general ad 
valorem rate, after this overhaul, reached 50 per cent in some cases. In 1939 
import duties on British cotton piecegoods were reduced in accordance with 
the terms of the Indo-British Trade Agreement of that year. 

The outbreak of the Second World War adversely affected the customs 
revenues once again as the established foreign trading system of the country 
was disrupted. The customs revenue which stood at Rs. 40.51 crores in 
1938-39 fell to Rs. 25.12 'crores in 1942-43. With the revival of trade 
in the period after the war, as well as due to the all-round increase in prices, 
revenue from this source recovered towards the end of the war period. In 
1949-50 customs yielded over Rs. Ill crores. 

It was stated above that a duty on salt was a feature of the East India 
Company’s revenue system. The duty was not introduced by them, but 
was taken over from the Mughals. “Towards the end of the Mohammedan 
administration an ad valorem duty of 5 per cent was levied on Hindus and 
2\ per cent on Mohammedans upon all salt passing the town of Hughly 
on its way into the interior of the country." 3 The duty on salt was thus 
included in the general system of transit duties during the Mughal period. 

The East India Company converted this transit duty into an excise (a 
tax on manufacture) in 1762. Three years later the senior officials of the 
Company established their monopoly over the inland trade in salt, betel- 
nut and tobacco by establishing a Society of Trade whose membership 
was to remain confined among themselves. This monopolistic arrangement 
had to be abandoned in 1768 at the behest of the East India Company’s 
Directors and free trade in salt was restored along with an excise duty at 
the stage of manufacture. The duty was fixed at 30 sicca Rs. per 100 
maunds. 

The revenue from the salt excise, however, proved unsatisfactory. In 
1772 Warren Hastings decided to establish the Company’s exclusive right 
over salt manufacture by introducing a system of five-yearly leases for the 
right of salt manufacture. But the system of lease also did not work well. 
The Company decided in 1780 to bring the manufacture of salt under the 
direct .supervision of its own officials. The difference between the cost of 
manufacture and the price at which salt was sold amounted roughly to 
Rs. 1-8 as. per maund. The salt revenues improved considerably after the 
system was adopted. When Lord Cornwallis introduced a system of sale by 
public auction, instead of sale at a fixed price to wholesalers in 1788, 
revenues increased even more. The average annual revenue derived from the 
sale of salt in the three years preceding the Report of the Parliamentary 
Committee of 1832-33 amounted to over £1.6 million. A substantial part 

3. Ninth Report of the Select Committee, 1783, as quoted in Banerjec, P.N., History 
of Indian Taxation , p. 249 f.n. 
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of the profit must be attributed to the exploitation by the Company’s 
agents of the native workers (malangis) in the salt manufactories. The 
average price which salt fetched at the monthly auctions was nearly three 
times its cost of manufacture. 

The salt monopoly had come in for a good deal of criticism for its harsh 
treatment of the salt workers as well as for keeping the price of a necessity 
of life artificially high. A Parliamentary Select Committee in England 
studied different aspects of the salt monopoly during 1835-36. They con- 
cluded in their Report that the monopoly had produced many evil conse- 
quences and should be replaced by a system of private manufacture and 
trade from which the government should obtain revenues through appro- 
priate customs and excise duties. But if an immediate abandonment of 
the monopoly was not possible for financial reasons, at least the old system 
of sale at fixed prices ought to be re-introduced, they felt, in place of 
the system of periodical auctions. This was done in 1836. Import of for- 
eign salt was also permitted after 1817. The scale of duty on salt and the 
sale price were reduced in 1844, and again in 1847 and 1849. With the fall 
in salt prices, consumption went up markedly, so that the salt revenue did 
not decline as much as was apprehended. 

The Plowden Report of 1853 once again came out m favour of an excise 
duty on salt replacing the existing system of state monopoly of salt manu- 
facture. The Government of Bengal made a hesitant experiment with the 
new system in 1854, but only on a very small scale. Nobody was yet pre- 
pared to tamper with a system which yielded a net annual revenue of over 
Rs. 1.4 crores in Bengal (1854-55) and over Rs. 45 lakhs in Madras. The 
system in Bombay, however, was different. There the salt duty was a part 
of transit duties up to 1836; in 1837 an excise duty began to be charged on 
all salt whether produced in government-owned wo f ks or private works. 
In 1857-58 the net revenue derived in all Provinces from salt (monopoly 
profit plus excise duties) was £2.1 million exclusive of customs duties on 
imported salt. The latter amounted to £1.1 million in 1857-58. Salt 
revenues represented nearly 10 per cent of the Company’s revenues on the 
eve of the transfer of power to the British Crown. 

In 1859-60 the rates of duty on salt were raised to yield an additional 
revenue of £1 million. There was further increase in 1861. By this time 
imports of salt had so increased that domestic manufacture of salt became 
uneconomical in Bengal and the government decided to withdraw 'from salt 
production. In Madras and the Nort! Western provinces salt manufacture 
continued. Though there were some attempts in the 1860s to introduce 
uniformity among the different Provinces in the taxation of salt, varying 
rates of duty continued to be levied. By the 1880s, however, the duty on 
salt in most parts of India, except Burma and western Punjab, had been 
standardised at Rs. 2 per maund. The net salt revenue amounted in 1881-82 
to £6.8 million. 
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Financial difficulties led to a general increase in salt duties in 1888- 
But as prosperity returned at the beginning of the century, the government 
began to think of reducing the salt duty. Though the government never 
agreed that the salt tax pressed heavily on the people, public opinion in 
India was beginning to grow restive on the issue of abolishing this duty 
which amounted virtually to a poll-tax. The rate of salt excise was reduced 
by stages between 1903 and 1907 to Re. 1 a maund. 

The exigencies of the First World War reversed this trend towards 
reduction. In 1916 the duty was raised to Rs. 1-4 as. a maund. But the 
government's proposal to increase the duty further to Rs. 2 8 as. a maund 
in the early 1920s raised a storm of protest in the Legislative Assembly. 
The bill containing the tax proposal was twice thrown out by the Legislature 
and was passed in 1923 on the strength of the special powers conferred on 
the Governor-General by the Government of India Act, 1919. In the 
next budget, however, the government bowed down to the opposition and 
the duty on salt was brought dow n to Rs. 1-9 as. per maund in September 
1931. Nationalist opinion in India was in favour of complete abolition of 
the duty on salt. With this end in view' a resolution was moved by the 
opposition in the Indian legislature in 1936. But the government was then 
passing through a financial crisis and wa* hardly in a position to accept 
such a proposal. 

The salt tax was undoubtedly a regressive tax*. But being an old tax it 
had perhaps ceased to be felt. At the rate of Rs. 1 4 as. per maund the tax 
burden was probably not so high as to be a contributory cause of economic 
distress, although to the very indigent even this small burden might be hard 
to bear. The nationalist agitation against the salt tax was more symbolic 
than sound; the common nationalist theme that an item of daily necessity 
like salt should be as free as air or water did not carry much conviction 
when shortage of food frequently plunged the country into grave distress. 
There was, however, greater justification in criticising the system under 
which salt was manufactured in the country. r The indigenous salt industry 
was in a depressed state in spite of the grant of protection to it in 1931, 
while imports of salt were going up. 

One of the first measures of tax reform undertaken by the Government 
of India after achievement of Independence was the abolition of the tax on 
salt at a cost to the Exchequer of about Rs. 10 crores. Rightly or wrongly, 
the salt duty had come to be regarded as a symbol of Imperialist domination 
over the Indian masses. Its abolition, though welcome from a sentimental 
point of view, created for the Government the problem of discovering new 
sources of revenue. Tfte cotton excise duty, re-introduced in 1949, more or 
less filled the same need as the salt tax did, though the question could be 
raised whether a tax on cloth was in any way more justifiable than a tax on 
salt. 

The revenue from the sale of opium occupied an important place in the 
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finances of the East India Company. For many years the yield from this 
source was next only to the yields from land revenue and transit duties. 
With the abolition ot transit duties after 1836, opium advanced to the 
second place next only to land revenue. 

The monopoly in opium wa.> inherited by the East India Company from 
the Mughal rulers. At first the rights of cultivating poppy (the source of 
opium) were farmed out to the Company’s officials or their nominees. 
Later, in 1785. a system of public bidding was introduced, in 1799 the 
administration of the opium monopoly was placed directly under an official 
of the company. From time to time proposals came up to lift all restric- 
tions on the manufacture and sale of opium and to secure revenues for the 
government’s use with the help of an export duty, since most of the opium 
produced was sold to China. But apart from leading to minor changes in 
administrative procedures, these proposals had little effect. On the eve of 
the transfer of power from the Company to the Crown in 1858, the 
Company was obtaining nearly £5 million per year from this 
source. 

The p^oenriousness of the revenue from opium was stressed by several 
Finance Members. As soon as the demand from China would fall off, this 
source of revenue would disappear. There were also years of shortfall in 
the domestic crop and the consequent drop in revenues. Towards the end 
of the nineteenth century competition from Persian opium in the Chinese 
market also created some problems for Indian revenues. Domestic produc- 
tion in China was also expanding, but owing to its inferior quality Chinese 
opium offered little threat to the Indian product. 

The unethical nature of the revenue from opium also struck official 
spokesmen from time to time. But the duty of suppressing the opium habit, 
it was felt, rested with the Chinese government. Even if the Indian govern- 
ment abandoned its monopoly of opium, private traders would surely 
enter into its production and trade and enjoy profits so long as Chinese 
demand for Indian opium remained unchanged. There was no reason, in 
the existing circumstances, why the Government of India should forego the 
revenues from opium. 

When the Royal Commission on Opium investigated the opium ques- 
tion in 1893, the annual revenue from this source was nearly Rs. 6 crores. 
The Commission did not agree with the view that the production and sale 
of opium should be confined only to medical uses. It held that India could 
not afford to sacrifice the revenue lYor*' opium sold to Chum, but recom- 
mended that more restrictions should be imposed on consumption of opium 
inside India. 

By the opening years of the nineteenth century domestic production 
of opium in China had exceeded Indian opium sales to that country. The 
Chinese authorities were at this time considering measures for putting 
restrictions on opium consumption in that country. By issuing a proclama- 
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tion in 1906 the Government of China declared its intention to suppress 
the production and consumption of opium within a period of ten years. 
The Government of India was approached for help in the realisation of this 
programme and in 1907 a Sino-Indian agreement was signed through which 
India assured China of gradually reducing and finally putting a stop to 
her exports of opium to that country. Thus the Indian people were “called 
upon to make sacrifices in the interests of humanity.” After 1913 sales of 
opium to China were discontinued. Exports to other Far Eastern countries 
continued for the time being. But in 1926 India accepted the League of 
Nations Convention regarding international trade in opium and agreed 
to stop all exports of opium, except for legitimate medical purposes, by 
the year 1935. The excise duty on domestic consumption of opium was 
yielding a revenue of about Rs. 1 crore per annum in 1949-50. 

Direct taxes on certain trades and professions were sometimes levied 
by the East India Company’s administration in the Presidency towns. But 
these taxes were usually poorly administered and the Company gave up 
their use as revenues from other sources looked up. After the Mutiny the 
financial crisis facing the Government of India was so serious that, in spite 
of the general reluctance to impose direct taxes and opposition from both 
Government officials and business interests, the government was obliged 
to levy a tax on trades and professions in 1859. This tax virtually amounted 
to a 3 per cent levy on all incomes below Rs. 2.000. But there was no 
system of regular assessment of incomes and, in some cases at least, the 
levy was discharged by means of a lump-sum payment without any reference 
to incomes earned by the asscssees. 

In I860 James Wilson, the first Finance Member of the Government 
of India, proposed the introduction of two separate taxes closely related 
to each other: a Licence tax on traders with relatively small incomes and 
an Income tax. The tax on incomes was to be at the rate of 2 per cent for 
annual incomes between Rs. 200 and Rs. 500, and at 4 per cent for incomes 
above Rs. 500. Persons engaged in the cultivation of lands would not be 
liable to this tax unless the full annual value of their lands was at least 
Rs. 6,000 per annum. The Income Tax Act was adopted by the Legislative 
Council in July 1860. The novelty of the tax raised doubts, specially on 
the ground that the government might use the Act in a high-handed manner 
and institute a probe into private incomes. But since it was an emergency 
measure, likely to be repealed after five years, the income tax won the 
general approval of the upper-class assessces. 

The Licence tax bill, after being stalled in the Legislative Council for 
over a year, was passed in July 1861. The assessees were divided into three 
groups and licence fees for the groups were fixed at Rs. 1 , Re. 2 and Rs. 3 
respectively. Altogether about 50 lakh people were affected by the Licence 
tax. Although this tax, like the Income tax, was intended to remain in 
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operation tor Jive years, it was repealed in early 1862 when it was found 
that such a vexatious tax was uncalled for, particularly since the financial 
situation had improved since the passing of the Act. 

Jn 1867 the Licence tax was re-imposed in a different form. Assessees 
were grouped into six classes and the tax on these groups varied from Rs. 4 
{on a minimum annual income of Rs. 200) to Rs. 2,000, the highest rate 
being designed for joint-stock companies. The tax was financially success- 
ful, but as the minimum limit was rather low, this was raised to Rs. 500 by 
an amendment in 1868. The burden of the tax was cased by a revision 
of the rates as well. 

Meanwhile, the Income tax rates were also revised and incomes between 
Rs. 200 and Rs. 500 were altogether excluded from the scope of that tax. 
As mentioned earlier, the income tax had been introduced as a temporary 
measure and, in spite of the difficulties of giving up a source of revenue 
which yielded nearly £1.5 million every year, the income tax was abolished 
in July 1865. 

A few years later, faced with successive deficits in its budget, the 
Government of India decided, in 1869, to convert the Licence tax 
adopted in 1867 into an Income tax proper, although it was not intended 
to rely on any detailed assessment of individual incomes. The tax rates 
were based on a rough-and-ready assessment, the minimum exemption 
limit was R>. 500 per annum, and the average incidence was 1 per cent on 
incomes. Income', from landed estates were included for the purpose of 
assessment. 

The rare of income taxation was revised upwards in 1869 and again 
in 1S7Q. On the latter occasion individual assessments were introduced and 
submission of re! urns bv tax payers became obligatoiy. The rates fixed in 
1870 (3.8 per cent on the average) were probably :oo high, and the yield 
from the tax fell below expectation. Next year the rates were lowered to an 
average of slightly above 1 per cent, while the minimum exemption limit 
was raised to Rs. 750 pei annum. In 1872 the taxable minimum was raised 
to Rs. 1,000. Throughout this period the debate over the desirability of 
continuing the income tax was going on. With the improvement of finan- 
cial conditions in 1873 the Income tax w 7 as abolished. Lord Northbrook, 
the then Governor-General, took the initiative in this matter although his 
Finance Member, Sir Richard Temple, would prefer to remit other taxes 
and keep the income tax unchanged. In Sir Richard Temple’s view the 
income tax was the only tax that fell on the rich and was useful in mitiga- 
ting the burden that otherwise fell on the poor. Another member of the 
Governor-General's Executive Council, Mr. B.H. Ellis, lamented that the 
budgetary surplus had not been used to abolish the salt duties which were 
such a great burden on the poor. 

When the government’s financial conditions deteriorated again in the 
latter part of the 1870s, largely because of a series of famines in different 
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parts of the country, measures to augment revenues had to be devised 
again. Licence taxes were revived during 1877-78 in almost every Indian 
Province. The classification of assessees varied from one Province to 
another, but everywhere the licence fee was graded according to the nature 
of the trade or profession, the latter being grouped according to income 
most likely to be earned by a representative person following that profes- 
sion. The maximum and minimum fees payable were different in different 
Provinces; the minimum could be as low as Re. I and the maximum could 
go up to Rs. 800. Persons with annual incomes of less than Rs. 100 (higher 
in some Provinces) were usually exempted. This exemption limit was con- 
sidered rather low and was raised in 1880 to Rs. 500. But the most iniqui- 
tous feature of the Acts was the discrimination made between different 
groups of income earners. While persons following one of the trades listed 
in the Acts were liable to taxation, others enjoying similar incomes in 
occupations outside the scope of the Acts were exempted. Moreover, the 
variations in the system of Licence taxes among the Provinces and the 
changes introduced from time to time in the rates of such taxes and systems 
of administration were often without any rhyme or reason. The situation 
evidently called for a thorough reform of the direct tax system with a view 
to securing uniformity and a reasonable degree of certainty. An income 
tax was the only remedy in such a situation. 

The Income Tax Act of 1886 grouped incomes into four categories, 
viz., (a) salaries and pensions, ( b ) profits of companies, (c ) interest on 
securities, and (d) income front other sources. Incomes below Rs. 500 per 
year were exempted. For categories (a) and (<•), incomes between Rs. 500 
and Rs. 2,000 were to pay taxes at about 2 per cent of income and incomes 
above Rs. 2,000 were to be charged the full rate of about 2\ per cent. 
For category (b) the tax rate was uniformly 2\ per cent. For category 
(d), specific amounts were fixed for income classes up to Rs. 2,000 per year, 
while incomes above Rs. 2,000 were charged at the full rate — per cent. 
Incomes derived from land were not liable to income tax payments. For the 
first time it was provided that life insurance premiums or deferred annuities 
up to one-sixth of total income would be deducted from income and the tax 
liability would be computed on the reduced amount. With the passing of 
this Act the Licence Acts passed in the 1870s were repealed. 

The income tax continued in this form until 1902-03. In that year 
the taxable minimum was raised from Rs. 500 to Rs. i,000. This change 
reduced the number of assessees by more than half, but the loss of revenue 
was only marginal. The gross receipts from income tax fell by less than 15 
per cent in the year following this change. 

In the opening years of the twentieth century the income tax again came 
in for some bitter criticism. As this was a period of comfortable surpluses for 
the government, some members of the Indian legislature wanted that this tax 
should be given up. With a uniform rate for all incomes above Rs. 2,000 
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per year the tax was also being regarded as very un-even in its incidence. 
The demand for introducing more graduation in incomes liable to this tax. 
was being increasingly voiced. The government, however, carried on with 
the existing system until the First World War broke out. 

In 1916 the needs of war finance forced the government to raise the rates 
of income tax on incomes above Rs. 5,000 per year. Incomes of Rs. 5,000 
and above, but below Rs. 10,000, were to pay about 3£ per cent; incomes 
above that range, but below Rs. 25,000, were to pay about 4$ per cent, 
and incomes of Rs. 25,000 and above were to pay 6£ per cent. To check 
evasion, the provisions relating to submission of income tax returns were 
made more strict in 1917. In that year the ordinary income tax came to be 
supplemented by a super-tax which was chargeable on incomes above 
Rs. 50,000. The rates fixed for super-tax were: per cent for incomes up to 
Rs. 1 lakh, about 9£ per cent 4 for incomes up to Rs. 1^ lakh, 12£ 
per cent for incomes up to Rs. 2 lakh, about 15J per cent for incomes up 
to Rs. 2.5 lakh and I8| per cent for incomes above Rs. 2.5 lakh. 

In 1918 the government came out with a proposal to include agricul- 
tural incomes for the purpose of determining the rate at which ‘taxable’ 
income would be liable to pay the income tax. This was taken by the land- 
lord class as a challenge to their right of enjoying their agricultural incomes 
undisturbed, as had been intended by the makers of the Permanent Settle- 
ment. Although agricultural income as such was not proposed to be taxed, 
the landlords considered that such a provision in the Income Tax Act would 
be the ‘thin end of the wedge’ that would ultimately extend the scope of 
the income tax to agricultural income as well. Their opposition stalled the 
passage of the amending Act. 

In 1919 the minimum exemption limit of taxable income was raised to 
Rs. 2,000 in view of the fact that the value of money incomes had fallen 
sharply as a result of the war. At the same time the government sought to 
raise additional resources by imposing an Excess Profits Duty on companies 
earning profits exceeding Rs. 30,000 per year. The E.P.D. was to be in lieu 
of the super-tax. The excess profits were to be computed as the excess of 
profits earned over a ; standard profit, the latter being an average of the 
profit earned during the two pre-war years and the first two years since the 
commencement of the War. The rate of tax on the excess profit thus 
defined was to be 50 per cent. 

Owing to the opposition of the business community the E.P.D. was 
abandoned in 1920 and was replace^ by an amended .uper-tax at the fiat 
rate of 1 anna per rupee (6 ; J per cent) on the income of companies. 
With this change in the form of company taxation, India can be said to 
have introduced the ‘Corporation tax’ in effect, though not in name. 

The rates of income tax and super tax were revised upwards in 1921 


4. The rates were actually expressed in annas per rupee. 
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and again in 1922. In the latter year the provisions relating to the income 
tax were consolidated on the basis of the recommendations of the All-India 
Income Tax Committee set up in 1921. The income tax administration 
was put under a newly constituted Board of Inland Revenue (later called 
the Central Board of Revenue) under which there was to be a Commis- 
sioner of Income Tax in every Province. The practice of making employers 
liable for collecting the income tax due from their employees was introduced 
by the Income Tax Act of 1922. 

The Taxation Enquiry Committee (1924-25) gave considerable atten- 
tion to the improvement of the income tax administration. Some of its 
recommendations were made into law by amendments to the Act of 1922 
during 1926- 29. The exigencies of the Depression made a further enhan- 
cement of income tax and super tax rates unavoidable in 1930-31. The 
minimum exemption limit was lowered to Rs. 1,000 towards the end of 1931. 
At the same time a temporary surcharge was introduced on all income tax 
payments. 

As the economic situation improved, the rates of surcharge weie lowered 
and some rates, specially on lower income ranges, were brought down after 
1933. In 1936, the minimum limit for taxation was again raised to 
Rs. 2,000. By the Income Tax Act of 1939 the surcharges were totally abolish- 
ed and the ‘slab’ system of taxation was introduced to replace the previously 
current ‘step’ system. 5 At the same time the exemption limit was reduced to 
Rs. 1,500. 

As the Second World War created huge demand for additional finances, 
the Government of India introduced in 1940 an Excess Profits Tax to be 
levied at 50 per cent of profit in excess of a standard, the latter being taken 
as the profit for any year between 1935-36 and 1939 -40 at the assessee’s 
option. E.P.T. was applicable only to firms earning Rs. 30, (XX) and above 
in any year. The levy of a 25 per cent Central surcharge on all income and 
super taxes was another war-time measure introduced in the latter part of 
1940. In 1941, the E.P.T. rate was raised to 66 per cent and the Central 
surcharge on income and super taxes to 33$ per cent. The surcharge was raised 
further in 1942 and 1943. In 1944 the income tax exemption limit was raised 
again to Rs. 2,000, In 1945, for the first time, different rates for earned’ 
and 'unearned’ incomes were introduced in the Indian income tax system. 

After the Second World War, in 1946-47, the war-time surcharges 
were amalgamated with the basic rates. At the same time some relief was 
given to low income assessees. The merging of the surcharges with the 
basic rates implied that the Central Government’s relative share in the 
income tax proceeds would be smaller than before, while the Provincial 
finances would be correspondingly benefited. 

5. This had been rccommendet in 1935 by a Committee set up to make a compre- 
hensive review of the Indian Income Tax. 
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The 1947-48 budget raised the minimum taxable income to Rs. 2,500* 

In the next budget this was raised to Rs. 3,000. Several other measures of 
relief were simultaneously introduced for the lower-income groups in con- 
sideration of the inflationary pressure that had intensified since the end 
of the war. In 1950 the exemption limit was raised once again to Rs. 3,600 
for individuals and to Rs. 7.200 for undivided Hindu families. 

Between 1946 and 1950 a number of 'incentive* measures were adopted 
as a part of income tax legislation to encourage private development 
expenditure and full utilisation of existing industrial capacity. Special depre- 
ciation allowances at 20 per cent of value on new plant and machinery, 
tax exemption for two years on new buildings constructed between 
1946 and 1952, extra depreciation allowances of up to 100 per cent on 
plant and machinery being worked on a three-shift basis, exemption of pro- 
fits up to a limit of 6 per cent on capital for new industrial ventures for an 
initial period of live years— these were some ol the provisions written into 
the Finance Acts during the immediate post Independence period, thus 
making the income tax an important instrument in the government's tool- 
box o* policies for speeding up economic development. 

The Excess Profits Tax introduced in 1940 was somewhat hastily taken 
off in 1946. In the budget for 1947-48 the Finance Minister proposed to 
introduce in its stead a special Business Profits Tax at the rate of 25 per cent 
on all business profits exceeding Rs. 1 lakh in a year. This was strongly 
opposed by representatives of business interests in the Central legislature. A 
compromise was reached by which the tax rate was reduced to 16§ per 
cent and the taxable profits were to be arrived at by exempting 6 per cent on 
the capital at charge or Rs. 1 lakh, whichever was greater. In 1949 the 
tax rate was reduced to 10 per cent and the exemption limit was raised to 
Rs. 2 lakhs. This tax was a temporary measure ntended to soak off the 
excessively high profits of the immediate post-war period. Accordingly, it 
was withdrawn in 1950. 

A new type of direct tax, the tax on capital gains, appeared in the Indian 
tax system for a short while between 1947 and 1950. The exemption limit 
was Rs. 1 5,000. But the tax, if it was intended to capture for the State some 
of the gains from capital transactions at inflated prices during the war and 
post-war period, came rather too late. Almost immediately alter its impo- 
sition capital values started declining and the expected yield trom the tax 
did not materialise. In 1949-50 the tax was therefore abolished, the loss 
of revenue being nearly Rs. 1 ci^re. 

The income tax yielded in 1886- 87 a sum of Rs. 1.28 crores. Just before 
the First World War it had been contributing about Rs. 3 crores to Central 
revenues. The changes in the provisions of income taxation and improve- 
ment in tax administration after 1918 raised the yield from this tax to 
Rs. 18.5 crores in 1923-24. On the eve of the Second World War income 
taxes (including the tax on company profits) were yielding over Rs. 19 
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crores (1939-40) of which the Provincial share was Rs. 2.8 crores. The 
Second World War and the post-war period saw further modifications in 
income tax law and administration. The yield from the income taxes (in- 
cluding the Business Profits and Capital Gains taxes) rose in 1950-51 to 
Rs. 173 crores of which the States' share was Rs.' 46.97 crores. The income 
taxes contributed about 3 percent to the Government of India’s tax 
revenues in 1903-04, about 12 per cent in 1923-24, 20 per cent or so in 
1939-40 and nearly 33 per cent in 1950-51. 

Apart from the 'countervailing’ excise duty on cotton cloth mentioned 
earlier and taxes on salt, opium, motor spirit, kerosene and intoxicating 
drugs and liquors, there were no other taxes on domestic manufacture of 
commodities before 1934. The Government of India’s revenue from customs 
-duties had considerably declined after the adoption of a policy of pro- 
tection in 1924 and the onset of the world-wide depression in the ’thirties. 

To make up for this loss of revenues the Government of India introduced 
in March 1934 two excise duties on sugar and matches. After the sugar 
industry received protection in 1932 domestic production of sugar had con- 
siderably expanded at the expense of imports. The excise duty on sugar was 
intended both to make good the loss in respect of import duties and to curb 
an unhealthy expansion in domestic sugar-producing capacity. The excise 
on sugar reduced to some extent the effectiveness of the protection granted 
to the home industry, the government claiming that the protective duties 
were excessively liberal. In the case of matches, however, the excise was 
accompanied by an enhancement of the import duty intended to keep the 
quantum of protection unchanged. An excise duty on steel ingots, also 
introduced in 1934, was similarly matched by a countervailing import 
duty. In 1937, when the excise duty on sugar was nearly doubled, the 
import duty was revised upwards so as not to reduce the effectiveness of 
the protective duty. 

Excise, as a source of revenue, came to be cultivated more intensively 
during the Second World War. The existing duties were sharply increased, 
while newer commodities subjected to excise included tobacco, tyres and 
tubes, hydrogenated vegetable oils (Vanaspati), betel nuts, tea and coffee. 
Cotton cloth came to be subjected to excise in 1949. While superfine 
and fine cloth paid duties at 25 per cent and 6| per cent ad valorem, 
medium and coarse cloth was subjected to a specific duty of i anna per 
yard. Such tax on ordinary clothing was justified on the ground that every 
citizen should pay at least a token tax. With the abolition of the tax on salt 
this aim was to be realised through a small tax on coarse cloth. The duty 
was, however, confined to cloth turned out by the factories. Hand-woven 
cloth was thus given an opportunity to survive the competition from the 
mills. Similar discrimination in favour of cottage match factories has 
existed since 1941* 
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The excise duties imposed by the Central Government yielded a sum 
of about Rs. 8.7 crores on the eve of the Second World War (1938-39). 
[n 1950-51 the yield from I'nion excise duties rose,to Rs. 67.5 crores. 
While in 1938-39 only about 11 per cent of Central tax revenues came 
from the excise duties, in 1950-51 they formed almost 17 per cent of such 
revenues. 

In 1950-51 out of a total tax revenue of Rs. 357 crores accruing to 
the Central Government direct taxes contributed nearly Rs. 127 crores (36 
per cent). On the eve of the Second World War direct taxes yielded only 
about 22 per cent of Central revenues. 


Provincial (State) Finances 

Indian Provinces did not have any sources of revenue specifically assigned 
to them by law until the Government of India A rt, 1919 introduced a system 
of limited Provincial autonomy. Under this new dispensation, revenue 
sources placed under Provincial jurisdiction were: Land revenue (including 
iHgaMon charges), stamps ( judicial as well as commercial), registration 
fees, excises on liquors and narcotics, taxes on betting, gambling, amuse- 
ments and advertisements, succession duties and the income from forests 
and minerals. The Provinces were also to receive a share of the income tax 
collections at the rate of three pies ner rupee of the additional tax collection 
in any year ovei the amount collected in 1920-21. For the purposes of 
local administration the Provinces could also introduce, or allow local 
self-governing bodies to introduce, taxes on buildings and land values and 
on motor vehicles as well as charges like tolls and octroi. 

Land revenue remained the main prop of Provincial finance, yielding 
not less than 40 per cent of total Provincial revenues until the Second 
World War. Excise on liquors and narcotics was usually the next most 
important item, followed by revenue from the sale of stamps and regis- 
tration fees. Betting and amusement taxes, introduced in a number of 
Provinces after 1921, produced very little by way of revenues. 

The Constitutional Reforms of 1935 conferred on the Provinces the 
right to impose taxes on sales of goods and on trades, professions and 
employment in addition to the financial rights enjoyed earlier. In the hands 
of the newly elected Provincial governments, elected on a wider franchise 
than before. Provincial taxation was expected to acquire a new dynamism 
intended to generate additional financial resources for the ‘nation-building’ 
activities. Nothing like this happened, however. Some taxes imposed by 
the new Provincial Ministries, such as taxes on urban immovable property, 
were invalidated by legal decision. Taxes such as those on employment 
and the professions came into conflict with the income tax and were there- 
fore used only within limits. Only the sales tax had a freer scope and 
succeeded, after an initial period of difficulties, in collecting for the 
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Provincial governments a fairly large revenue. Some Provinces, however, 
had to forego their excise revenue as a result of implementing a policy of 
'prohibition’ of open sale of liquors. Consequently aggregate Provincial 
revenues did not increase appreciably over the period 1937-40. With 
the coming of the Second World War Provincial revenues began to improve 
until by 1945-46 they stood at 2| times the pre-war (1939-40) level. The 
general sales tax played an important role in this expansion of Provincial 
revenues. 

The sales tax first came to be introduced by the Central Provinces 
Government in the form of a levy on the retail sale of motor spirit and 
lubricants at 5 per cent of sale price. The reason why this group of commo- 
dities first attracted the sales tax lay in the organisation of the sales of this 
commodity which was controlled by relatively few foreign oil companies. 
This facilitated assessment and collection. The tax was also approved on 
general grounds since it was supposed to be collected from the more 
affluent sections of the population. As this tax came to be adopted in 
other Provinces, too, there developed a disparity in rates which has not been 
remedied even today. 

A 'general’ sales tax on a large number of articles was imposed in 1939 
by the Government of Madras. During the period 1941-48 the tax spread 
to the other Provinces as well. In some Provinces the single-point tax 
method was adopted, the tax being collected only at the retail stage. Some 
other Provinces, however, adopted the multi-point tax method under which 
the same article was to pay tax, at relatively lower rates, in several stages 
as it passed from the manufacturers to wholesalers, from wholesalers to 
retailers and finally from retailers to the ultimate customers. Usually 
essential articles were exempted from the tax and dealers with a small turn- 
over were also left outside its scope. But the Provinces have not followed 
any uniform principles regarding either exemptions or rates of taxation. 
Conflict with the Centre is also a problem of considerable significance, 
since the same article may be subjected both to a Central excise 
duty at the manufacturing stage and a Provincial sales tax at the selling 
stage. 

By 1950-51 sales taxes had replaced land revenue as the most impor- 
tant source of Provincial revenues. In that year out of Rs. 269.6 crores 
accruing to the States by way of taxes, sales taxes had been responsible 
for a yield of over Rs. 55 crores, land revenue for about Rs. 50 crores, State 
excises for Rs. 47 crores and stamps for Rs. 22 crores. But revenue sources 
earmarked for the Provincial governments were coming to be over-shadowed 
by taxes which the Centre shared with the States and by grants-in-aid 
from the Central Government which were being assigned a bigger and 
bigger role under the schemes relating to inter-governmental financial 
relations evolved during 1937-50. 
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Inter-Governmental Financial Relations 

In the early days ot the East India Company’s reign the finances of the 
three Presidencies Bengal, Bombay, and Madras— -were kept completely 
separate. Bengal usually enjoyed a revenue surplus, while Bombay and 
Madras ran deficits in most of the years. Accordingly ‘investments’ in 
these two Presidencies had to be financed by the surplus territorial revenues 
of Bengal. 

When the East India Company was deprived of its trading functions 
in 1833, it became a purely administrative body supervising the Indian 
Empire on behalf of the Crown. Finances of British India were centralised 
in the hands of the Governor-General of India and his Council. Provincial 
governments were made completely subordinate to the Centre and had 
neither independent powers of taxation nor powers of sanctioning addi- 
tional expenditure without Central approval. 

This excessive centralisation of financial powers naturally made Pro- 
vincial administration wasteful and irresponsible. Levels of expenditure in 
the different Provinces were determined less by needs than by the skill of 
the Provincial Governors in pleading then cases with the Central autho- 
rities. As so often happens in such circumstances, the more extravagant a 
Province was, the more expenditure it could get sanctioned for the next 
financial year. The system provided little incentive to the Provinces to 
avoid inessential expenditures. In fact. Provincial demands for additional 
finances were responsible for recurrent deficits in the Indian budgets during 
1860-70. 

With the assumption of administrative powers by the Crown in 1858 
the unsatisfactory nature of the financial relations between the Central 
and Provincial governments came to oe realized an.l schemes began to be 
formulated to make the Provinces more self-reliant in respect of financial 
matters. Mr. William Massey, the third Finance Member in the Govern- 
ment of India, submitted a proposal for the devolution of financial powers 
to the Provinces which, if accepted, would have been the first scheme of 
federal finance in British Indian administration. Linder this set of proposals 
Provincial governments were to have independent taxing powers and be the 
final spending authority in respect of certain subjects like Education, 
Health, Police services. Jails and Registration. In addition. Provincial 
governments were to receive one anna in the rupee out of land revenue 
collections and 25 per cent of the ne* receipts from the income and licence 
taxes. Mr. Massey's scheme, however, was premature in the sense that cen- 
tralizing tendencies were still too dominant in the Indian administrative 
set-up. Both the Governor-General and the Home authorities were opposed 
to the idea of making the Provinces independent of the Centre. 

A more modest scheme, approved by the Governor-General, Lord 
Mayo, in E>eccmber 1870 came to be adopted from 1871 with a view to 
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curb the extravagance of the Provincial authorities. Certain services of a 
local character (Education, Medical Services, Police, Jail, Registration, 
Roads, Civil Buildings, Public works, etc.) were declared as exclusively 
Provincial and departmental receipts under these heads were to accrue 
henceforth to the Provinces. Central financial assignments (called ‘Pro- 
vincial Settlements’) for such services were unalterably fixed for five years 
at a time, so that additional expenditure under these heads could be incurred 
only by imposing local taxation with Central approval. Besides, the Pro- 
vinces were entitled to borrow from the Centre under the Local Loans Act, 
1871. 

This first scheme of financial de-centralization was widely hailed at the 
time as the “Charter of Provincial Governments”. In fact, however, the 
Provincial governments’ power to spend was severely circumscribed by 
such a measure, particularly when no elastic sources of revenue were placed 
at their disposal. The only method used by them was to impose local 
‘cesses’ on land revenue putting additional burdens on the agricultural 
classes. Moreover, in drawing up the list of Central financial assignments to 
the several Provinces no attention was paid to relative needs. The assign- 
ments for 1870-71 were taken as the basis for the devolution and, conse- 
quently, existing inequities were made permanent. 

The next stage in financial decentralization came in 1877 when some 
additional heads of expenditure such as Land Revenue, Excise, Stamps, 
Law and Justice and Central Administration were transferred to the Pro- 
vinces. At the same time, certain heads of revenue such as Excise, Stamps, 
Law and Justice were also put at the Provincial governments’ disposal. 
The demarcation of heads of revenue into Central and Provincial was 
undoubtedly a further step in the direction of federal finance, although it 
was still purely an administrative arrangement. But Central financial assign- 
ments in favour of the Provinces could not be dispensed with, since Pro- 
vincial revenues were inadequate in relation to Provincial expenditure. The 
distribution of these assignments still lacked a principle. In two Provinces, 
Assam and Burma, Central grants were dispensed with by giving these Pro- 
vinces a share in the land revenue and, in the case of Burma, also in the 
export duties on rice and salt and in the income from forests. 

This scheme of shared taxes (‘divided heads of revenue’) was adopted 
on a general basis by Lord Ripon’s government in 1882 when abolishing the 
Central financial assignments in favour of the Provinces. The heads of 
revenue were classified as follows : (a) Imperial —Opium, Salt, Customs, Com- 
mercial Undertakings, etc.: (b) Provincial— Civil Departmental Receipts, 
Receipts from Provincial Works and Provincial Rates, (r) Divided- 
Excise, Stamps, Forest, Registration, Land revenue. These arrangements 
were to remain in force for five years at a time. This system, with minor 
modifications, continued until 1919. The five-yearly revisions being respon- 
sible for a good deal of uncertainty, the arrangements were declared as 
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semi-permanent by Lord Curzon’s government in 1904 which implied that 
the arrangements would be revised only in very special circumstances. 
Subsequently on the recommendation of the Royal Commission on Decen- 
tralisation (1907) the Provincial Settlements were declared as permanent 
for all practical purposes under Lord Hardinge’s Viceroyalty in 1912. 
During famines Provinces could seek aid from the Centre while they under- 
took to help the Centre financially if a war broke out. 

On the eve of the First World War and up to the Reforms of 1919 the 
heads of revenue were divided as follows. Revenues which could not be 
traced or attributed to any particular Province, such as Customs, Salt, 
Opium, Railways, Posts and Telegraphs, etc., were regarded as Imperial 
Heads of Revenue. Departmental receipts from Provincial subjects like 
Education, Law and Justice and receipts from Forests and Registration 
were regarded as Provincial Heads of Revenue. Land Revenue, Income- 
Tax, Irrigation charges. Stamps and Excise (except in Bombay and Bengal 
where it was a wholly Provincial receipt) were the Divided Heads of 
Revenue. This last category was shared between Central and Provincial 
govern* nett's, the relative shares being determined Province-wise, but usually 
there was a 50 : 50 division. The problem of Central interference with 
Provincial finances continued so long as certain sources of revenue remained 
shareable between the Centre and the Provinces without any determinate 
principle of sharing. Moreover, Central surpluses used to be doled out, 
even under this system, to the Provincial governments and the distribution 
of such doles caused much heart-burning among the Provinces. It may be 
noted also that though certain sources of revenue had been assigned to the 
Provinces, the Provincial governments had no independent legal powers 
of taxation or borrowing. They had to submit to 'he control of the Central 
Government in almost all financial matters. The Centre did not permit the 
Provinces to budget for a deficit or to use their surpluses in the way they 
liked. 

Under the Government of India Act, 1919, Provincial governments 
enjoyed for the first time a considerable extent of financial autonomy. The 
Divided Heads of Revenue were abolished. Provincial governments were 
given almost complete authority in respect of the Provincial Heads of 
Revenue which included Land Revenue, Irrigation charges, Stamps (judicial 
as well as commercial). Excise and Registration. A small share in the 
income tax collections was, however, to accrue to the Provinces, but only if 
income assessed to the income tax 'se above the level of 1920-21. For 
each rupee of additional income assessed, the Provinces were to receive 
three pies. This arrangement was introduced at the last moment to keep 
up the Provincial governments' interest in improving income tax collections 
as well as to minimise the loss of revenue to industrial Provinces like Bengal 
and Bombay which would have suffered heavily from the complete centia- 
lization of the proceeds from the income tax, as recommended by the 
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Financial Relations Committee under Lord Meston set up in 1920, 

The financial arrangements introduced after the abolition of Divided 
Heads of Revenue were estimated to leave the Central Government with an 
annual deficit of Rs. 9.83 lakhs. This deficit was to be filled up by a system 
of Provincial ‘contributions’ to the Centre. The Meston Committee pre- 
pared a scheme for such contributions. The ‘initial’ contributions for 1921- 
22 were more or less arbitrarily fixed taking into account only the increased 
spending power that had accrued to the Provinces. These were subse- 
quently to be replaced by the ‘standard' contributions fixed on the basis of 
Provincial population, income tax collections, consumption of salt and 
textiles, agricultural and industrial wealth, etc. The transition from the 
‘initial’ to the ‘standard’ contributions was to be effected gradually over 
a period of seven years. 

The financial arrangements outlined above were put into effect through 
the Devolution Rules issued under the Government of India Act, 1919. 
The arrangements could not satisfy the more prosperous Provinces like 
Bengal and Bombay which received only minor compensation for the loss 
of their share in the divided heads of revenue. At the same time, some of 
the relatively depressed Provinces found that their ‘initial’ contributions- 
under the Meston Award had been fixed at too high a level to leave them 
any sizeable surplus for nation-building work. To add to this discontent, 
deficits began to emerge in the Provincial budgets soon after the scheme of 
contributions had been introduced and the Meston contributions came to 
be regarded as the factor responsible for such deficits. -Faced with growing 
criticism from the Provinces the Government of India remitted a part of 
the contributions in 1925-26 and 1926-27. In 1927-28 the contributions 
were wholly suspended and in 1929 the scheme was declared as abandoned. 

The abolition of Provincial contributions did not end all controversy, 
however. The distribution of revenue sources between the Centre and the 
Provinces was itself a target of attack. Under this scheme of distribution 
elastic sources of revenue like the customs, income tax, etc., had been 
placed under the Central government, while the relatively inflexible sources 
like land revenue remained under the Provincial governments. The Pro- 
vincial governments were not in a position to spend additional funds for 
development as long as their resources position remained so inflexible. 
It should be added, however, that most of the Provincial governments 
showed a marked disinclination to utilise fully the new taxing powers 
which had been put at their disposal by the new Reforms. 

The financial scheme accompanying the Government of India Act, 1935 
aimed therefore at making the Provinces financially more capable of 
shouldering the responsibilities of Provincial administration. The subject 
was a matter for several investigations between 1929 and 1935. The Simon 
Commission, appointed in 1929 to report to the British Government on the 
next instalment of Constitutional progress in India, submitted its scheme for 
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financial reforms prepared by Sir Walter Layton, the Financial Assessor on 
the Commission. In 1931 the Federal Finance (Peel) Sub-Committee of 
the Round Table Conference laid down certain general principles regarding 
the financial arrangements to be introduced under the coming Reforms. The 
Federal Finance (Percy) Committee of 1932 also dealt with the issue and 
recommended the allocation of a substantial share of income tax proceeds 
to the Provinces. I he Joint Select Committee of the British Parliament 
set up in 1933 to discuss the new Indian Constitution also dwelt at length 
with inter-governmental financial relations in the Indian context. The 
financial provisions ot the Government of India Act, 1935 were drawn up 
on the basis of these deliberations. 

The Act of 1935 put certain financial resources in the Federal Legislative 
list over which the Federal legislature was to have exclusive jurisdiction and 
other resources in the Provincial Legislative list over which Provincial 
legislatures were to have exclusive jurisdiction. The former list included 
customs, excise (excluding duties on liquors, opium, drugs and medical and 
toilet preparations), income taxes excluding taxes on agricultural incomes, 
corporation tax, taxes on capital values of assets excluding agricultural 
land, duties on succession of property other than agricultural land, stamp 
duties on certain commercial documents, the salt tax, taxes on railway 
fares and freights and terminal taxes on goods or passengers carried by rail- 
way or air. The net proceeds of some of these Federal taxes were, however, 
to be assigned to the Provinces - for example, succession duties, terminal 
taxes and stamp duties. In the case of the income tax also a prescribed per- 
centage of the net proceeds was to be assigned to the Provinces. The pro- 
ceeds of the salt tax, any of the excises, or export duties could also be 
assigned, in full or in part to the Provincial revenues. The Centre could 
impose a surcharge for its own purposes on any of he taxes assigned to the 
Provinces. 

The Provincial Legislative list in 1935 contained the following revenue 
sources: land revenue, excise on liquors, drugs, opium and medicinal or 
toilet preparations, agricultural income taxes, agricultural capital taxes, 
succession duties in respect of agricultural land, taxes on mineral rights, 
capitation taxes, taxes on trades, professions and employment, taxes on 
animals and boats, taxes on amusements, betting and gambling, stamp 
duties other than those enumerated in the Federal list, tolls and octroi. 
Jute-growing Provinces (Bengal, Bihar, Assam and Orissa) were to receive 
50 per cent or more of the net proceeds, of the export du'ies on jute and jute 
products depending on the amounts of jute grown in each Province. 
Provinces which might be in need of further financial assistance were to 
receive grants-in-aid from the Centre. 

Sir Otto Niemcycr, a financial expert from England, was appointed in 
1936 to make recommendations regarding the distribution of the taxes 
whose net proceeds were to be distributed among the Provinces as weli as 
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of the grants-in-aid to be provided to necessitous Provinces. He was also 
required to make a review of Provincial liabilities to the Centre. The Niemeyer 
Report was submitted to the Secretary of State for India in April 1936. 
In his Report Sir Otto pointed to the need for safeguarding the financial 
stability of the Centre while meeting the reasonable needs of the Provinces. 
He also took a good deal of care to “maintain a reasonable adjustment of 
the relative burden among the different Provinces and the Centie.” In res- 
pect of the income tax, he recommended that 50 per cent of the net proceeds 
of this tax should be assigned to the Provinces. So far as distribution among 
the Piovinces was concerned, he took both relative population figure and 
the residence of income tax asscssees into account and arrived at the follow- 
ing percentages: 


Bengal 

20 

Bombay 

20 

Madras 

15 

U.P. 

15 

Bihar 

10 

Punjab 

8 

C.P. 

5 

Assam 

2 

Orrisa 

2 

Sind 

2 

N.W.F.P. 

1 


100 


He recommended, however, that the Centre should not distribute the 
Provincial governments’ share of the income tax for the first five years or 
until the sum of the portion retained by the Centre together with the con- 
tribution from railway revenues reached Rs. 13 crores. whichever was 
earlier. This stipulation, intended to consolidate the Centre’s financial 
strength in a period of unbalanced budgets, was naturally resented by the 
Provinces. Under the Niemeyer scheme the Provinces were to receive their 
full shares of income tax proceeds only 10 years after the introduction of the 
scheme. The Provinces, however, began to receive some share of the income 
tax proceeds from 1937-38 onwards** 

Regarding the proceeds of the jute export duty to be assigned to jute 
growing Provinces the Niemeyer Award suggested that 62^ per cent of 
the net proceeds should go to the jute-growing Provinces. The following 
Provinces were to receive varying amounts of Central grants-in-aid, usually 
for five years in the first instance: 
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Assam, Orissa, Sind (for about 45 years at progressively decreasing 
amounts), U.P. and the North-West Frontier Province. 

As regards Provincial liabilities to the Centre the Niemeyer Award 
recommended cancellation of such debts, when incurred before 1st April, 
1936, in the case of several Provinces including Bengal. This afforded con- 
siderable relief to Provincial budgets, coming as it did at a time when the 
Depression had forced many a Province to run into large debts with the 
Centre. 

The Niemeyer award satisfied neither the Central nor the Provincial 
governments. The former considered it as over-generous to the Provinces. 
The latter preferred their own claims, to additional resources w'ith such 
arguments as they could marshall. 6 These representations generally went 
unheeded. The award was entirely accepted by the British Government and 
put into effect through an Order-in-Council issued in May 1936. 

During the Second World War the Central government’s financial 
needs mounted and the Niemeyer award had to be amended in 1940 to 
enable the Centre to retain a larger share of income tax proceeds without, 
however, reducing the amounts accruing to the Provinces. Except for 
this modification financial relations between the Centre and the Provinces 
continued to be governed by the terms of the Niemeyer award until 1947. 

With Independence and the partition of the country a number of neces- 
sary changes were introduced in the financial arrangements without, how- 
ever, abandoning the basic scheme underlying the Niemeyer award. The 
percentage snare of the Indian Provinces in the divisible pool of income tax 
was re-assigned in 1948 as follows : 


Bengal (West) 12 

Bombay - 1 

Madras 18 

U.P. 19 

Bihar 13 

Punjab (East) 5 

M.P. 6 

Assam 3 

Orissa 3 


100 


At the same time the Provinces' claim on the jute export duties was reduced 
to 20 per cent of net proceeds in consideration of the changes brought 
about by the partition. 


6. For details, sec Jathar, G.B. and Bcri, S.G., op. cit., Vol. H, p. *74 ff. 



288 Concise History of Indian Economy 


Criticism of this interim allocation led the Government of India to 
appoint Sir C.D. Deshmukh in November 1949 for framing a new scheme 
of distribution of the income tax proceeds and suggesting additional grants- 
in-aid for the iute-growing Provinces. The Deshmukh award, put into 
effect from 1950-51, assigned the following percentage shares to the 
Provinces: 


Bengal (West) 

13.5 

Bombay 

21 

Madras 

17.5 

U.P. 

IS 

Bihar 

12.5 

Punjab (East) 

5.5 

M.P. 

6 

Assam 

3 

Orissa 

3 


100 


These figures were arrived at by modifying the Niemeyer award to lake 
account of the fact that 14.5 percentage units had been released as a result 
of the transfer of Provinces like Sind and N.W.F.P. to Pakistan and the 
partition of Bengal and Punjab. These released percentages were then re- 
allocated among the Provinces remaining in India, but compared to the 
Niemeyer award the Deshmukh award gave a slightly greater weightage to 
the relative population of the Provinces in framing its scheme of income 
tax allocation. 

The sharing of export duties having been abandoned in the new Cons- 
titution of India (January 1950). the jute-growing Provinces became 
entitled, under Article 273 of the Indian Constitution, to special compensa- 
tory grants. Under the Deshmukh award, the following compensatory 
grants were fixed. West Bengal Rs. 105 lakhs; Assam, Rs. 40 lakhs; Bihar, 
Rs. 35 lakhs; Orissa, Rs. 5 lakhs. These grants were to continue for 10 
years. 

The year 1 946 — 47 saw the inception of a system of development grants 
from the Centre to the Provinces. These grants were made from the capital 
budget of the Central government. Special grants in support of the Grow 
More Food Campaign, for Air Raid Precautions and for Civil Defence 
Schemes had been initiated earlier during the Second World War. After 
the partition of the country in 1947, special Central grants were also made 
available to several Provinces affected by the aftermath of the partition. 
Some Provinces received ad hoc grants for natural calamities as and when 
occasion arose. Development grants were drastically curtailed in 1948-49, 
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but grants under the G.M.F. campaign head were maintained. In 1950-51 
Central grants to States for development purposes (including G.M.F. 
schemes) amounted to Rs. 3.8 crores only, while in 1946-47 such grants had 
reached a figure of over Rs. 13 crores. The dislocation of Central finances 
after the partition and the enormous influx of refugees had brought about 
this adverse turn in Central assistance to State finances. 

The Constitution of India, adopted in 1949, broadly followed the 
pattern of the federal financial arrangements introduced under the Govern- 
ment of Tndia Act, 1935. The financial powers of the Union and State 
governments were separately shown in the Union list and State list 
of subjects. To provide adequate financial resources to the State govern- 
ments some of the taxes levied and collected by the Union government are 
being assigned, wholly or partially, to the States. Besides the Constitution 
has also provided for different types of grants from the Union to the States. 

Union-State Financial Relations undei the Constitution of 

India 

An important feature of the Constitution of India, adopted in 1949, 
was that, besides a detailed specification of the financial powers of the 
Union and the States, provision was also made (under Article 280 of the 
Constitution) for the periodic review of Union-State financial relations by a 
Finance Commission. Once in every five years (or earlier, if necessary) a 
Finance Commission is to be set up to deal ; nter alia with (a) the principles 
of distribution of shareable taxes (e.g. personal income tax) between the 
Union and the States, (h) the principles on which the proceeds of such taxes 
should be allocated among the States, (c) the principles on which taxes that 
are wholly assigned to the States but collected by the Union (e.g. estate 
duty belore its abolition in 1985) are to be shared by the States, and ( d ) 
the consideration on which the Union governn ent is to make grants avail- 
able to all or certain selected States under Article 275 of the Indian Consti- 
tution. The Finance Commission can be asked to go into other issues 
involving financial relations between the Union and the Ste' ^s in accordance 
with the terms of reference contained in the nctificatiou setting up the 
Commission. 7 

In the Indian Constitution taxing powers have been granted to both the 
Union and the States. But certain taxes, levied and collected by the Union 
for administrative convenience, arc be either wholl> or partially assigned 
to the States. Thus it is possible to distinguish among the following five 
categories of taxes: (/) taxes which are levied, collected and retained by the 

7. The Finance Commission in India is not a permanent body unlike, for example, the 
Commonwealth Grants Commission in Australia. This has made difficult the continuous 
monitoring of inter-governinent fiscal relations. 
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Union (e.g. duties on imports and exports), («) taxes which are levied and 
collected by the Union government, but arc wholly assigned to the States 
(e.g. duties on succession to property other than agricultural land), (Hi) 
taxes which are levied and collected by the Union Government but have to 
be partially assigned to the States either on the basis of a Constitutional 
provision {e.g. income tax) or of a law passed ^>y Parliament (e.g. Union 
excise duties), (/v) taxes which are levied by the Union government but are 
collected and retained by the States {e.g. stamp duties), and lastly (v) taxes 
which are levied, collected and retained by the States (e.g. agricultural 
income tax, sales taxes, state excise, entertainment tax and others). The 
Finance Commission's work is almost exclusively concerned with the 
first three categories of taxes. But the Commission is also required to pay 
attention to States’ tax revenues as a whole, since the emergence of deficits 
in the States* revenue budgets has to be prevented by either raising the States* 
share in Union tax revenues or giving additional revenue grants to the States. 

The First Finance Commission was appointed in November 1951 and 
submitted its report in December 1952. It recommended an increase in 
the States’ share of income tax collections from the existing 50 per cent to 
55 per cent. The States’ share was to be assigned to individual States on the 
basis of both population and collection of income tax within the State;. 80 
per cent of the proceeds was to be assigned on the basis of population and 
20 per cent on the basis of collection. The Commission, in fact, made their 
own calculation and arrived at the percentage share of each State. Regard- 
ing the sharing of Union excise duties with the States* the Commission 
recommended that it would be wise to confine such sharing to only three com- 
modities with relatively large excise yields. These commodities were tobacco 
(including manufactured tobacco), matches and vegetable products. The 
States’ share in the excise revenue from these commodities was to be 40 per 
cent and each State was to receive its share according to the percentage 
share of its population in the States’ total. After taking into account the tax 
revenues thus transferred from the Union to the States, the Commission 
found that 7 States would still be in revenue deficit. Hence grants-in-aid 
were recommended for these States. In addition, 8 States in which primary 
school enrolment was too low received specific purpose grants for raising 
the level of primary education. 

The Second Finance Commission was set up in June 1956 and submitted 
its report in September 1957. It recommended a rise in the States’ share of 
•income tax from 55 to 60 per cent. In distributing this amount among the 
States population was given a greater weightage then before; 90 per cent 
of the income tax proceeds was allocated on the basis of population and 10 
per cent on the basis of collection. In respect of States’ share in Union 
excise duties, the number of excise duties to be shared between the Union and 
the States was raised to eight; the new commodities were sugar, tea, coffee, 
paper and vegetable non-essential oils. However, the States’ share was 
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reduced from 40 to 25 per cent. This was distributed among the States 
almost wholly (90 per cent) on the basis of population, but suitable adjust- 
ments were made by using the remaining 10 per cent of the proceeds. In 
the mean time a scheme ol levying ‘additional’ excise duties in lieu of sales 
taxes by States had been adopted for some goods of special importance, 
such as mill-made cloth, sugar and tobacco. The Second Finance Commis- 
sion was asked to advise on the principles of distribution of such additional 
excise duties. The Commission recommended that while each State was to be 
guaranteed at least the amount oi sales tax revenue which it was earning in 
1956-57, any balance above this amount was to be distributed among the 
States on the basis of consumption corrected with reference to the popu- 
lation of the State. In practice, each State's share was worked out by the 
Commission. ‘Revenue-gap’ grants were recommended on a much bigger 
scale than before when it was perceived that the States’ expenditure on 
revenue account was expanding faster than their tax and non-tax revenues. 
As many as 11 out of 14 States were adjudged eligible for sucb grants. 

The Third Finance Commission was appointed in December 1960 and 
submit its report in December 1961. The main reason why this Finance 
Commission was set up earlier than usual was that the recommendations of 
the Finance Commission ought to relate, as far as possible, to the same 
period as a Five Year Plan. The Third Finance Commission recommen- 
ded that States should receive 66 j per cent, instead of 60 per cent, of 
the net proceeds of income tax. However, by the Finance Act of 1959 all 
income taxes paid by companies were treated as ‘corporation tax' which was 
not shareable with the States according to the provisions of the Constitu- 
tion. As a result the ‘divisible pool’ of income tax became smaller than what 
it would have been if such a revision had not h> en made. In distributing 
the States’ share of the income tax among the sc'val States greater stress 
was again laid upon collection; 20 per cent of the share was to be allocated 
on the basis of collection and SO per cent according to population. The 
scope of sharing of excise duties between the Union and the States was 
widened. All commodities with an excise yield ot Rs. 50 lakhs or more in 
1960-61 were brought within the scope of shareable excise duties. The 
number of commodities on which excise duty was *o be shared rose to 35 
as a result. 8 But the States' share in the total proceeds was reduced to 20 
per cent. The Commission argued that in distributing the Slates share 
among individual states, not only should population be taken into account, 
but also the relative financial weak ?ss of a State and the proportion of 
Scheduled Castes and Scheduled Tribes population in the State. Tne relative 
weightage assigned to each factor was not clear from the Commission s 
report, but the percentage share of each State was worked out by the 
Commission on the basis of these criteria. As regards distribution of the 

8.HuT excise "yield on motor spirits was utilised for grants and was not shaieable. 
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proceeds from additional excise duties, the Commission recommended that 
the balance over and above the guaranteed amount 9 was to be distributed 
among the States in the same proportion as the increase in each Stated 
revenue from sales taxes on other commodities. The Third Finance Com- 
mission was also called upon to assign the grants hi lieu of the tax cn railway 
passenger fares. Under the constitution this tax, introduced in 1957, was 
to be wholly assigned to States. But when this tax was given up in 1961, 
the loss of revenue to the States was required to be compensated by grants 
from the Union. Each State was to receive its share on the basis of the route 
mileage of railways in the State, which was the principle recommended eat Her 
by the Second Finance Commission in respect of the distribution of the 
tax proceeds. Grants were recommended both with the broad objective of 
wiping out revenue deficits (in case of all States except Maharashtra) and 
with the specific objective of improvement of communications (to 10 
States). This specific-purpose grant was to be financed out of the Union 
excise duty on motor spirit, about 20 per cent of whose proceeds was to be 
used for this purpose. 

Notification announcing the appointment of the Fourth Finance Com- 
mission was issued in May 1964. The report of the Commission was 
submitted to the Government of India in August 1965. The share of the 
States in income tax revenues was raised to 75 per cent, particularly in view 
of the fact that the States had been deprived of their claims to the income 
tax on companies. The Fourth Finance Commission left unchanged the 
principles of distribution of the inter sc distribution of the income tax 
share among the States. As per the Third Commission’s Report, 80 per cent 
was to be distributed .on population basis and 20 per cent on the basis of 
collection. All Union excise duties with a few special exemptions, including 
those to be imposed in the next five years, were recommended for sharing 
with the States who would continue to receive 20 pei cent of the net pro- 
ceeds of such taxes. In assigning to each Stale its share of such proceeds the 
Commission gave 80 per cent weightage to population and 20 per cent to 
an index of economic and social backwardness. This index was based on 
the per capita value added by manufacturing, the proportion of working 
population to the total population of the State and a few other factors. 
The Commission worked out in detail the percentage share of each State 
in both income tax and excise duty proceeds. For distributing the balance 
over the guaranteed amount in respect of additional excise, the Commission 
recommended that the share of each State should be in accordance with the 
proportion of its sales tax revenue to the total sales tax revenues in all the 
States, calculated as an average for the years 1961-62 to 1963-64. The 
Commission did not recommend any specific-purpose grants on the 

9. As silk fabrics were also taken out of the States’ sales taxes and subjected to addi- 
tional excise duties, the guaranteed amount also rose to some extent. 



Government Finance Before and After Independence 293 

ground that it was difficult to ensure in every case that the grants would 
in fact be utilised for the special purpose for which they were given. It was 
found that grants were needed by 10 out of 16 States then existing to close 
their revenue deficits. These general grants-in-aid received the Commission’s 
approval. 

The Fifth Finance Commission was set up in February 1968 and sub- 
mitted its report in July 1969, so that its recommendations could be acted 
upon during the period of the Fourth Five Year Plan (1969-74). The 
Commission left the States’ share of income tax revenues unchanged at 75 
per cent, but recommended the inclusion of advance tax collections in cal- 
culating the amount to be shared. The Commission, however, recommen- 
ded a modification in the formula for distributing this share among the 
States themselves. Instead of 80 per cent weightage to population, a 90 
per cent weightage was recommended, while the remaining 10 per cent was 
to be distributed on the basis of assessment in each State, and not actual 
collection which was the basis so far followed.. The sharing of Union 
excise duties was left more or less unchanged; certain special excise duties 
whk/u nad remained outside the scope of revenue-sharing were, however, 
included for the first time. As before, the share of a State was to be decided 
according to its population size (80 per cent) and relative economic back- 
wardness (20 per cent). But in determining backwardness as many as seven 
criteria were taken into consideration These were: the State’s per capita 
domestic product, the size of the scheduled tribes population in the State, 
the number of factory workers per lakh of population, net irrigated area 
per cultivator, length of railways and surfaced roads per 100 square kilo- 
metres, the number of school-going children as a proportion of children in 
the school-going age and the number of hospital beds in the State per one 
hundred population. Among these indicators, aga>u, two-thirds weightage 
was given to the shortfall in the State's per capita domestic product below 
the national average and one-third weightage to the other indicators. The 
calculations were made by the Commission and the percentage share of 
each State was indicated in its report. The Fifth Finance Commission also 
modified the system of sharing additional excise duty proceeds; equal 
weightage was given in its scheme to population and sales tax collection in 
the State. This Commission also did not advocate any specific-purpose 
grants. But 10 out of 17 of the States were considered eligible for ‘revenue- 
gap’ grants on the basis of their revenue and expenditure forecasts for the 
next five years. 

The Sixth Finance Commission was set up in June 1972 and its recom- 
mendations were implemented with effect from the financial year 1974-75. 
Its recommendation in respect of the income tax was to raise the States’ 
share from 75 to 80 per cent. No modification was made in the existing for- 
mula for the inter se distribution of the States’ income tax share. With 
regard to excise duties, it recommended a further enlargement of the divisible 
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pool by inclusion of ‘auxiliary’ excise duties which the Union government 
had introduced very recently as a means of augmenting its own revenues. 
The share of the States, however, remained unchanged at 20 per cent 
of the net proceeds. The Sixth Finance Commission alsQ pleaded for giving 
up the composite index of backwardness which was relied upon by the 
Fourth and Fifth Commissions to determine a State’s relative share. It 
recommended using the State Domestic Product per capita as the single 
indicator of backwardness. Each State was to receive its share of Union 
excise duties partly (75 per cent) on the basis of population and partly (25 
per cent) on consideration of economic backwardness as indicated by the 
per capita State Domestic Product. In the case of additional excise duties 
the previous system of setting aside certain guaranteed amounts was 
proposed to be given up. The whole of the net amount collected under this 
head was to be distributed among the States on the basis of population, 
production of the commodity within the State and the level of per capita 
State Domestic Product as an indicator of backwardness. The actual per- 
centages were worked out by the Commission by using these criteria. The 
Sixth Finance Commission did not make recommendations for any specific- 
purpose grant. But in making certain general grants available to 14 States 
it took into account the need for fortifying certain specific administrative 
and social services such as primary education, medical services and wel- 
fare of Scheduled Castes and Tribes. It recommended, therefore, that 
when a specific objective had been considered by the Finance Commission 
in recommending a grant, the same objective should not attract assistance 
from the Planning Commission as well. The over-lapping roles of the 
Finance Commission* and the Planning Commission were creating com- 
plications every now and then in evolving satisfactory financial relations 
between the Union and the States. Grants under Article 2S2 of the Cons- 
titution of India (‘public purpose grants') were usually made on the 
advice of the Planning Commission and were in use as a regular mode of 
financing Plan schemes. Some grants under this Article were also made 
available to the States at the discretion of various Ministries in the Union 
government. 

The report of the Seventh Finance Commission, submitted in October 
1978, led to several changes in the sharing of resources between the Union 
and the States. The States’ share in the revenue from income tax was raised 
from 80 to 85 per cent. In the allocation of this share among the States, 90 
percent weightage was given to population. A considerable increase in the 
amount of shared revenues was achieved by providing that 40 per cent of 
the net proceeds of all Union excise duties (excluding additional excise 
duties) and 100 per cent of the duty on electricity (introduced in 1977-78) 
were to be assigned to the States. The basis for State-wise distribution of 
the duty on electricity was the amount of electricity generated in each 
State. The share of other excise duties was to be distributed among the 
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States on the basis of four considerations — population, inverse of per capita 
State Domestic Product, percentage of population below the poverty line 
and potential revenue-earning capacity — giving equal weightage to these 
factors. Distribution of the proceeds from additional excise duties was 
based on considerations of consumption in each State, but since reliable 
figures of consumption were unavailable, indirect methods were suggested. 
For sugar the average despatches to each State over a period of three years 
was taken as an indicator of consumption. For textiles and tobacco the 
average State Domestic Product over 1973-76 was taken into consideration. 
The relative share ot each State and Union Territory was worked out by the 
Commission on the basis of these considerations. As regards grants-in- 
aid, the Seventh Finance Commission observed that grants should play 
only a marginal role in any scheme of transfer of resources; the bulk of the 
transfer should take the form of shares in the tax revenues accruing to the 
States. This was brought about by an enhancement of their share in Union 
excise duties. The Commission found, on the basis of forecasts of revenue 
and expenditure received from each State and modified by the Commission 
(tc vO.iect for under-estimated revenues and over-estimated expenditures), 
that 8 States would require grants for wiping out their revenue deficits. 

The Seventh Finance Commission also made important recommenda- 
tions relating to the outstanding loans of the States vis-a-vis the Union. 
The Union government's loans to th-' States were on the increase every year, 
partly because such loans were used to finance a substantial part of the 
States’ Fo e Year Plans and partly because of the growth of non-Plan loans 
for relief in natural disasters or other purposes. It was recommended that 
loans advanced to States against small savings collections were to be con- 
verted to loans in perpetuity, so thft only inten ■>'. obligations would have 
to be met. The remaining loans were classified into productive, semi- 
productive and unproductive types. All unproductive loans outstanding on 
31 March 1979 were recommended to be written off. The semi-productive 
loans were to be recovered in 30 equal annual instalments and were to be 
charged interest at 4.75 per cent. The productive loans were to be repaid 
in 15 equal annual instalments and would bear interest at 5 per cent. t 

The Finance Commissions have also been caiied upon to recommend 
how proceeds front wholly assigned taxes (c.g. estate duty) were to be allo- 
cated among the States. Up to 1978-79 the proceeds from estate duty 
were divided into two portions, according as such proceeds arose from 
immovable or movable property. 1... net proceeds from the duty on immov- 
able property were distributed in the same ratio as the gross value of such 
property assessed in each State to the total value assessed in a particular 
year. The portion ascribable to movable property was distributed in pro- 
portion to population. The distinction between movable and immovable 
property was removed on the advice of the Seventh Finance Commission 
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and the distribution was based solely on the value of property assessed in 
each State. 

In 1982-83 the States received from the Union government nearly 
Rs. 4,633 crores by way of tax shares (26.2 per cent of Union tax revenues), 
Rs. 3,382 crores by way of grants (21.8 per cent of-the Union government's 
own revenues) and Rs. 6,041 crores as loans (45.5 per cent of the Union 
government’s net capital receipts). Shares of Union taxes, taken along with 
Union government grants, accounted for about 38 per cent of the revenue 
receipts of State governments, while loans from the Union government 
(excluding special loans for clearance of State overdrafts on the Reserve 
Bank) constituted about 58 per cent of the States’ capital receipts. 



20 


National Income, Price Movements 
and Real Wages 


National income estimates prepared by official statistical agencies have 
been available in India only since 1948-49. Prior to this there were private 
investigations into national income, based on production data compiled by 
official agencies for their own administrative purposes. In general, such 
investigations neither used a comprehensive concept of national income nor 
applied the relined methods of modern statistics. The different investi- 
gations also lacked comparability, since investigators were, not uniform in 
their definitions or in their approaches to the data available. 

Situ, e rational income estimates have been based on production data 


and agriculture has always contributed the laigest part of aggregate output, 
the reliability of national income estimates in India must be regarded as 
dependent on the accuracy of the data available tor the yields of the princi- 
pal agricultural crops. Until very recently such data have been collected 
and processed under conditions which detracted considerably from their 
dependability. 1 The national income estimates built on such data suffered 

from the same deficiencies as a result. 

The earliest estimates of national income for British India are to be 
found in the various writings of Dadabhai Naoroji (1825-1913). n 
a paper on "Wants and Means of India" read befot - the Bombay Branch 
of the East India Association in 1870, Naoroji a»rived at £300 mil ton 
(Rs. 300 crores) as the value of aggregate national production for that 
year. Since the population of British India was taken by him as 150 million, 
his per capita income figure was Rs. 20 only. In two other papers presented 
in 1876 to the same Association liis figure for aggregate production was 
scaled up to £340 million which, allowing for the increase of population in 
the intervening years, again gave him a pci pul r u ° _ ■ 

When Naoroji published his well-known book 

m India in 1871. he took the year 1867-68 as his releren« year orffi 
preparation of a national income est mate, for tha t >e-. . his csti 
aggregate national production was Rs. 340 crores which gave a P c, capita 

production figure of Rs. 30. . , , .• « c CC tor 

Naoroji's Cimatc dal not allow lor income, in the Ur., arc sector. 


1. See Mukerji, M., in 


~Lcononnc II, story of India, 1857 - 1*56, ed. by V.B 


Singh (1965). 
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Even for the other sectors he relied on notional estimates; for example 
in one of his papers he took the gross value of agricultural output at eight 
times the land revenue. He did not distinguish clearly between the social 
output and the revenue receipts accruing to government so tljat, in some 
instances at least, he took the latter as identical with the former. In spite 
of these deficiencies his estimates were not to be lightly dismissed. They 
were at least good indices for the physical output of which the bulk (per- 
haps about 60 per cent) consisted in that period of agricultural output. 2 

In the 1880s there were two estimates, one by T. Richard in a paper 
read before the Institute of Bankers, London, in 1881 and the other by 
Major Baring, then Finance Member in the Governor-General’s Executive 
Council, in 1882. Richard estimated the national product of British India as 
Rs. 223 crores which yielded a per capita income of barely Rs. 1 0. Baring’s 
estimate resulted in an aggregate figure of Rs. 525 crores, and a per capita 
figure of Rs. 27. 

In his book ' Prosperous ' British India, William Digby, a bitter critic 
of British economic policies in India, prepared an estimate of national 
income in British India for 1898-99. His figure, Rs. 428 crores, which 
yielded Rs. 18.9 per capita , raised a good deal of controversy which was 
joined at the highest level. Digby’s methods were not very scientific and 
his estimate most probably left out important items of output. Lord Curzon, 
the Governor-General, himself controverted such half-baked estimates in 
1901 by putting forth an estimate of his own at Rs. 675 crores which yielded 
a per capita income of about Rs. 30. 

In an article published in the Journal of the Royal Statistical Society 
of England, F.J. Atkinson estimated the national income of British India 
for two periods separated by an interval of twenty years. For 1875 Atkinson 
arrived at a figure of Rs. 574 crores or Rs. 30.5 per head. His estimate 
for 1895 put the aggregate income at Rs. 877 crores with the per capita 
income at Rs. 39.5. Later investigators like Dr. V.K..R.V. Rao have poin- 
ted to elements of over-estimation in Atkinson’s methods of analysing the 
crop-output data, specially in respect of his 1895 estimate. 

Brief reference may also be made to two studies by E.A. Horne and R. 
Gilfen relating to the years 1891 and 1903 respectively. Horne reached a 
per capita figure of Rs. 28 while Giffen’s estimate yielded Rs. 30 3 (Rs. 900 
crores in the aggregate). It is remarkable that, in spite of the relatively 
crude methods used by the several investigators, all of them arrived at 
almost the same per capita income figure. One can therefore say with some 
confidence that at the turn of the present century the per capita income of 
British India was not very different from Rs. 30. 


2. See Datta, B., The Evolution of Economic Thinking in India (Calcutta, 1962). 

3. Giffen’s figure related to India as a whole, while Home's estimate took accout.t of 
the British Indian provinces only. 
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G. Findlay Shirras in his Science of Public Finance attempted to recons- 
truct India’s national income figures for 1871, 1881 and 1901. He arrived 
at the figures Rs. 340 crores, Rs. 529.5 crores and Rs. 670.3 crores for the 
above three years respectively. Using the Census population figures h* 
estimated that per capita income rose from Rs. 20 in 1871 and Rs. 27 in 
1881 toRs. 30 in 1901. 

Among several national income estimates published by individual inves- 
tigators in the first three decades of the present century, mention may be 
made of estimates by Vakil and Muranjan, Wadia and Joshi, Shah and 
Khambatta and V.K.R.V. Rao. Vakil and Muranjan’s estimates for 191 1— 
14 yielded a figure of Rs. 1,774 crores for the aggregate national income 
(including the Princely States) and Rs. 58.5 for the per capita income. 
Wadia and Joshi took the year 1913-14 as their reference year and reached 
an estimate of Rs. 1 ,087 crores for the British Indian provinces, yielding a 
per capita income of Rs. 44.5. Shah and Khambatia studied several periods 
both before and after the First World War. For 1931-22 they arrived at 
an estimate of Rs. 2,364 crores for the national income and Rs. 74 for the 
per capita income. V.K.R.V. Rao used more satisfactory methods than 
any of his precursors though he, too, had to proceed on the basis of a 
number of questionable assumptions. He built up two estimates, one for 
British India during 1925-29 and the other for India as a whole, including 
the Princely States, for the year 1931-32. In the former he estimated 
aggregate national income as Rs. 2,068 crores with the per capita income as 
Rs. 80. In the latter, which related to a period when prices had been severely 
depressed, aggregate national income amounted to Rs. 1,689 crores and per 


capita income to Rs. 62. 

The national income and per capita income figuits presented above were 
built up by using current prices. If some idea has to be obtained regarding 
the long-term movement of incomes and levels of living in the country these 
have to be expressed in some common set ot prices. The National Income 
Committee in its First Report published in 1951 adopted the year 1948- 
49 as the base of the price index by which national income figures ol other 
years were to be deflated. If the same convention is adopted in respect of 
past years, some price data available since 1861* enaole us to express prices 
in all the years following 1861 as a fraction (percentage) of the 1948^9 
prices. Using these price indices to adjust the available per capita income 
estimates, M. Mukerji depicts the following course of movement of real 
income between 1867 -68 and 1931-3- .see next page) 

This scries brings out that over a period of about 6.s years, m spite of 
periodical downturns, the per capita income perhaps increased roughly by 
about 40 per cent. It also deserves notice that the depression years in the 
early 1930s did not result in any deterioration in per capita income levels, 
in spite of the very sudden fall in agricultural prices. 


4. Sec Mukerji, M., op. cit p. 682. 
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Per Capita income in 
1948-49 Rupees 


Year 


1867-68 (Naoroji’s estimate) 169 

1875 (Atkinson’s estimate) 172 

1881 (Baring’s estimate) 184 

1895 (Atkinson’s estimate) 178 

1901 (Curzon’s estimate) 149 

1911-14 (Vakil & Muranjan’s estimate) 231 

1913-14 (Wadia & Joshi’s estimate) 171 

1921-22 (Shah & Khambatta’s estimate) 154 

1925-29 (V.K.R.V. Rao’s estimate) 202 

1931-32 (-Do-) 241 


The study of national income continued to evoke researchers’ interest 
right through the period up to 1950-51 when the first official estimates 
were made available. B. Natarajan studied India’s per capita income for 
1938-39 and 1949-50 and arrived at an estimate of Rs. 68.5 at current 
prices (Rs. 269 at 1948-49 prices) for the earlier year. D.N. Saxena’s esti- 
mate for 1945-46 yielded a figure of Rs. 224 at currently prevailing prices 
(Rs. 337 at 1948-49 prices), indicating in some measure the economic 
expansion that the Second World War had brought about. Natarajan found 
that per capita income in 1949 -50 stood at Rs. 229 (Rs. 221 at 1948-49 
prices) while the National Income Committee’s figure for the same year was 
Rs. 249 . 5 It can perhaps be inferred that between the year 1945-46 and 
1949-50 economic conditions had deteriorated and per capita income had 
declined. Of course, the comparability of the various estimates can be 
questioned on various grounds. But since so many different estimates 
are available and they point roughly to the same conclusions, one can say 
with some confidence that per capita income increased, though at a very 
small rate, throughout 1 870—1950 whereas in the tast four or five years of 
the period a reverse movement had set in after the relatively high rates of 
expansion recorded during the Second World War period. There is little 
evidence to uphold the contrary view that economic decline was continuous 
throughout the period of British Imperialistic control over India. 

The above conclusions are also corroborated by the national income 
indices recently built up by three investigators attempting to study move- 
ments in India’s national income over a long period starting roughly from 
the beginning of the present century. Arora and Iyengar 6 built up three 
scries for studying long-term trends in national income. All the scries dis- 
close a rising trend up to 1938-39 and indicate a decline only after the 

5. See National Income Committee, Government of India, Final Report (1954). 

6. See Papers of the Conference of Research in National Income (1957). 
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Second World War. K. Mukherji 7 worked out two series which also reveal 
roughly the same trend. Surendra J. Patel's 8 9 series starts declining before 
the Second World War, presumably because he leaves out the tertiary 
sector in building up his series. 

U is quite possible that not all sections of the people benefited from this 
rise in the per capita income. Utilising such wages data as are available for 
the period from 1873 onwards M. Mukerji 8 has built up an estimate of real 
wage movements for both agricultural workers and skilled craftsmen. But 
no clear rising trend is established up to the year 1900 although in indivi- 
dual years real wages registered even 15-16 percent increases over the 
base year 1873. Money wages for agricultural workers increased by about 
33 per cent over this period, while for certain groups of skilled workers 
money wages rose during the same period by over 40 per cent. In the orga- 
nised industrial sector Jurgen Kuczynskf s 10 data show a 2|-3 fold rise 
in money wages during 1880-1930 and a decline thereafter until wages 
were raised once again by the conditions brought about by World War II. 
The yearly earnings of factory woikers rose more than three-fold between 
1939 and 1950. the most marked increases being recorded during 1941-44 
and again between 1947 and 1949. The movement of real wages, however, 
was erratic. The industrial workers probably could not protect their real 
wages against the rise in prices that occurred in the early years ot the pre- 
sent eenturv. It is even more certain that they suffered severely during the 
First World War when money wages failed to keep pace with the swiftly 
rising prices. The Depression years saw a fall in money wages, but in 
most cases wages had become relatively sticky so that real wages of indus- 
trial workers probably rose during 1930-39. Once again the inflation asso- 
ciated with the Second World War depressed real wages below the 19-9 
level, and although increased wages and dearness allowances helpe o 
defend the industrial workers’ levels of living, perhaps even in 1950 the real 
wages of most categories of workers had not been restored to their pre-war 


For the period of our study prior to 1873 relatively little 1 " form ^ 1 °" 
about wages is available. It appears that when employment for wage:, 
initially began to be offered in 1840-50 by the Public Works Department, 
the Railway Companies and later by the mines and actones. 
level of money wages for unskilled workers was about Rs. 10 
This was 2-21 times higher than the ’hen prevailing lev-! of rural ag - 


7. See Mukheiji, K... Levels of Economic Activity and Public Expenditurt 
pp. 57 -58. 

8. Patel. S.J. in Indian Economic Journal. January 1958. 

9. Mukerji, M . op. cit., pp. 678- 29. \.B. Singh 

10. Sec Kue/ynski. J., in Economic History of India. 185. 1956 , 

(1965). 



302 Concise History of Indian Economy 

But the benefit of higher money wages was soon eroded by the sharp rise in 
prices during the 1850-60 decade. One estimate puts the rise in prices 
over this period at 50 per cent. 11 Henc**, in spite of some rise in money 
wages, the real wage level probably declined throughout the period 1850- 
60 and did not show any improvement until prices fell once again after 
1867-68. Since money wages did not rise appreciably in all the remaining 
years of the nineteenth century, the workers' real wages must have fallen 
once again when prices began to rise after 1875. 

The above account of real wage movements in India since the middle 
of the nineteenth century has accepted as a working basis certain index 
numbers of prices which were not developed specifically with cost-ot-living 
indices in view. They were prepared by utilising either domestic wholesale 
prices or export and import prices. The Government of India publication 
Index Numbers of Indian Prices, 1861 -193 J did not useany weights, but 
built up a simple average of the price movements of 39 articles on the basis 
of a collection of wholesale prices. 

The available indices of price movements enable us to group the years 
1861-1950 into the following eight periods according to whether the 
dominant trend in prices was rising or falling: 

1861-1866: A period of rising prices when the American Civil War 
created conditions favourable for Indian exports. This led to large imports 
of money metals into India and brought about a remarkable expansion in 
silver cuncncy. It was perhaps the first occasion in Indian economic history 
when external factors exercised a profound influence on the domestic 
structure of prices. 

1866-1883: Gene'rally prices were falling during this period, although 
there were upturns in 1876 and 1879 when famine conditions raised prices 
of foodgrains. Much of the fall in prices can be regarded as reflecting the 
falling prices of imports which were coming to acquire a more and more 
significant role in India’s economic life. This was a period when world 
prices were falling owing to tremendous technical improvements in produc- 
tion coupled with a cessation in the expansion of currency. The ‘gold 
rush’ of the 1850s was coming to an end while the use of silver as currency 
was being abandoned by most countries. 

1883-1893: Prices began to rise in India earlier than in the rest of the 
world owing largely to the fact that Indian currency consisted of deprecia- 
ting silver. Although silver prices had begun to fall in terms of gold since 
1873, rupee prices continued to fall until about 1883 when monetary factors 
became more important than the underlying real factors in determining 
the course of prices. 

1893-1899: Falling prices during this period are attributable to cur- 


11. Mukherji, K., article in V.B. Singh (ed.j, op. cit., p. 645. 
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rency contraction initiated under the policy of closing the Indian mints to 
the free coinage of silver. The decline in prices would, in principle, have 
been greater than what it was if a series of famines did not work in the 
opposite direction. 

1900-1913 : This was a period of rising prices. According to Mr. K.L. 
Datta, whom the Government of India appointed as a one-man Price 
Enquiry Committee in 1910, average prices in 1907 -1 1 were about 40 
per cent higher than what they were during 1894-98. Mr. Datta’s enquiry 
covered the period 1890-191?. He found that all commodities, except 
a few, had risen in price throughout this period, but the rise in prices was 
more marked after 1905. In his Report Mr. Datta distinguished between 
two groups of factors responsible for this rise in prices. In the first group 
were factors peculiar to India: these included real shortages as well as 
monetary over-expansion. According to Mr. Datta, agricultural products, 
including foodgrains, were already in short sup pv because of the failure 
of cultivation to keep pace with the growth of population. There had also 
been considerable substitution in favour of non-food crops. Even where 
new agricultural areas had been opened up for cultivation, the efficiency of 
cultivation was relatively poor. Export demand for Indian foodgrains and 
raw materials was also on the increase, helped by the improvement in rail 
and oceanic communications. Money supply had gone up, banking 
facilities had increased and credit conditions were easier than before. All 
these factors, according to Mr. Datta, favoured a rise in prices. 

Mr. Datta mentioned also a second group of factors operating in the 
outside world to raise prices in India. Throughout the world industrial 
activity was going up while the supply ot raw materials w'as not expanding 
equally fast. There was also the huge unproductive expenditure on war 
preparations in Europe which created excessive demand for strategically 
important minerals and materials. On the monetary side, the gold mines 
were being worked more efficiently than in the past, while new types of 
credit instruments were being evolved to economise on the use of gold. As 
India was directly linked to the gold-using countries after her abandonment 
of the silver standard in 1893, price movements in those countries pro- 
duced immediate repercussions on Indian prices. Mr. Datta collected data 
to show that prices in U.K., U.S.A and Australia were all rising during 
this period. 

Critics of the Government of India, however, put the entire blame for 
the rise in. prices on the prevailing nu-uetary policy. They argued that the 
government was indulging in over-issue ot currency which was now very 
easy and profitable, since the rupee had become a token coin. To this 
argument the official reply was that rupees were coined only in response to 
the demands of trade and no deliberate policy of inflation had ever been 
adopted. 

1914-1920: This was the period of the First World War when the pre- 
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viousJy existing rising trend of prices was severely accentuated. Between 
J 9J 4 and 1920 the index of wholesale prices in Calcutta rose by over 100 
per cent, according to official figures. Prices of foodgrains had risen over 
93 per cent during 1914-19 while prices of imported textiles rose nearly 
three-fold and price of home-made textiles by over 60 per cent. Prices of 
all imported goods rose sharply. Prices of exportables were kept in check 
to some extent by war-time controls on exports and the lack of shipping 
facilities. Monetary expansion, an almost unavoidable accompaniment of 

war finance, must also have played some part in bringing about the sharp 
rise in prices. 


1921 1919: This was a period when prices were generally showing a 
downward tendency from year to year. Although in 1935-36 there was 
a small recovery, this did not last long. The rapid fall in Indian prices from 
the peak of 1920-21 was arrested to some extent after the exchange stabi- 

9 “ 7 ’ bUt 0ncc again priccs startcd 0n their downward course in 
1930 when the world-w.de economic depression hit India. Between Septem- 

er I -.9 and September 1931 the index of Calcutta wholesale prices fell 
from 143 to 9 (July 1914-100). During the depression years prices of 
raw materials fell much more rapidly than prices of manufactured goods. 

™Tm nC r I . b t UV - en SeptC,nber 1929 and M ^h 1933 prices of Indian 
exportables fell by ol per cent, but import prices fell by only 27 per cent. 

As a predominantly raw-material exporting country India suffered a serious 
deterioration in her terms of trade. 

}Q^ 40 ' 50 ' W ' th thC COm ' ng ° f lhc Second World War (September 
9) prices once again showed a rising tendency. Within the first three 
months of the declaration of war. speculative forces drove wholesale 
PnC ^* Up ^ ‘ ^ per cent * This upward thrust was reversed in the first eight 
months of 1940. Early British reverses in the war caused a flutter among 
speculators and prices fell. After August 1940 prices moved up once again 
But no appreciable rise m prices occurred until 1943. From that period 
prices continually rose until in 1947-48 the general index of wholesale 
prices stood at 308.2 with prices of August 1939 as base; the cost of living 
indices stood on the same base at 307 in Bombay, 336 in Ahmedabad, 
360 in Calcutta and 462 in Kanpur. 

The causes of this sharp rise in prices were fairly obvious. The Govcrn- 
(° d ' a financed war expenditure in the Eastern theatres of war on 
Dehalt of the British Government by enabling the Reserve Bank of India 
to issue additional rupee currency against sterling paid by the British Govern- 
ment in a ‘blocked’ account held by the Reserve Bank of India at the 
ank of England. For the British Government this implied the deferment 
of its liabilities to the Indian Government. For India this implied the sale 
s on cred ‘ t British Government throughout the period of the 
war. The total expenditure financed by this method amounted to Rs. 1,740 
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crores. The volume of notes in circulation went up from Rs. 182.36 crores 
in 1938-39 to Rs. 1,319.86 crores in June 1948. While the currency thus 
expanded more than seven-fold, agricultural production did not increase 
even two-fold and the industrial production index in 1948 stood at only 
105.8 (base: 1939 100). Imports increased from Rs. 151.88 crores in 
1938-39 to Rs. 398 09 crores in 1946 47, but the import price index 
also increased nearly 24 -fold during the same period, so that there was 
no significant increase in the volume of imports. Hence, no effective safe- 
guard against a general inflation was available. 

To control any inflationary rise in prices the Government of India asked 
the Provincial governments as early as September 1939 to fix maximum 
prices foi selected articles so that their prices might not exceed pre-war 
price by more than 10 per cent. But in the absence of effective control over 
supplies the Provincial governments could not be expected to succeed in 


their task. Subsequently the Central government experimented with mea- 
sures to control wholesale priccv but had to be$t a retreat when supplres 
disappeared from the open market and were available only in a "black’ 
marks . After 1943 it came to be recognised that for effective price control 
the Provincial governments must be armed with adequate powers over dis- 
tribution of supplies. The administrative apparatus did not prove equal to 
the latter task, however, and inter* Provincial distribution problems could not 
be judiciously settled by the Centre. The dislocation of transport during the 
war also added to the troubles of the •deficit’ provinces. Prices thus con- 
tinued to soar, any local shortage in a commodity being magnified by hoard- 
ing which could not he effectively curbed in spite ot various emergency 
powers assumed by the authorities from time to time. After December 
1947 a policy ot progressive ‘decontrol’ was adopted on the advice of some 
political leaders who believed that corruption com I be eliminated only by 
dismantling the complicated apparatus of price and other controls. This 
led to a fresh spurt in prices until the authorit.es were torced to re-impose 


control measures on several commodities in 1948. 

The Government of India's failure to evolve an effective system of price 
and distribution controls stands in sharp contrast to the British and Ameri- 
can (not to speak of German) experience during the critical years of c 
war. Between 1939 and 1947 the wholesale price index in Britain rose > 
onlv 89 per cent, while the cost of living index was held after a rise ot 
about 30 pur coat. In .he U.S.A. also the cos. of living ."to ^ »nly by 
about 58 percent during 1939-47. '.though war-time regulatory measure, 
were gradually taken off in these countries after 1946 and Prise _ 
rather more sharply in the immediate post-war period increases m produc 
tion soon enabled these countries to curb the rate o rise ,- t - j 

In India, on the contrary, the post-war period was mark d by political 
uncertainties and upheavals with their inhibiting effee n ^ 

vities. Hence, prices progressively increased in e ye 
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following the Second World War The general index of wholesale prices 
which had advanced to 209.3 in November 1945 12 (August 1939 -100) 
continued to rise at an even faster rate. In 1946 the index rose by 38.3 
points, and from January 1947 to June 1948 by no less than 79 points. Lack 
of fiscal discipline and the policy of decontrol in the midst of continuing 
scarcities aggravated the situation. 

After the devaluation of the Rupee in September 1949 the problem of 
containing the domestic inflation assumed still greater importance. But 
the tasks of balancing the budget and curbing the money supply were not 
easy in the face of mounting demand for expenditure on defence (called 
for by lndo-Pakistani conflicts), the rehabilitation of the victims of parti- 
tion and the proliferating development schemes in the public sector. In 
October 1949 the general index of prices touched 393.3 but fell back in the 
next few months. By the early months of 1950 the index was rising again and 
in July 1950 it stood at 405.2. No wonder, then, that the new-born Republic 
of India, ushered in on January 26, 1950, started her course with the real 
incomes of many vulnerable groups of people depressed below the already 
low levels of the prc-1939 years. But hope was kept alive by the promise 
of economic plans which were expected to increase productivity all around, 
reduce poverty and mitigate the disparities in incomes and levels of living 
that had become sharper during the war and the immediate post-war years. 

National Income, Prices and Real Wages Since 1951-52 

A basic objective of every Five Year Plan, launched m India since 1951 
has been to initiate action for the faster growth of national and per capita 
incomes. The target for annual growth of national income usually adopted 
has varied around 5 per cent. With the present rate of population growth 
around 2.4 per cent per annum, this should permit at least a 2.5 per cent 
annual increase in the per capita income. If national income had in fact 
expanded at the targeted rate, it would have taken only about 28 years to 
double the per capita income. 

The Five Year Plans, however, have more often then not fallen short of 
targets. As a result, even after three decades of planned development 
per capita income in 1980-81 (computed at 1970-71 prices) was no 
more than \\ times of the per capita income in 1950-51. The average 
rate of growth of national income during the period 1950-51 to 1980-81 
was 3.6 per cent, made up of the following rates over successive Plan periods, 
(see next page). 

The growth rate of national income remained vitally linked with the 
growth rate of agricultural output during the entire period and poor agri- 
cultural harvests reversed the direction of growth of national income in 

12. The official price index took account of controlled prices only. Black market prices 
had of course gone up much higher. 
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Period 

f irst Plan (1951-56) 

Second Plan (1956-61) 

Thnd Plan (1961-66) 

‘Plan holiday’ (1966-69) 
Fourth Plan (1969-74) 

Fifth Plan (1974-79) 

1979-81 (provisional estimate! 


Rate of growth of national 
income (per cent per annum) 
3.6 
4.0 

2.3 
4.0 

3.4 

5.2 

1.2 


1957-58, 1965-66, 1972-73 and 1979-80. In several other years as well, the 
rale of growth of agricultural output as such was negative, for example, 
1959-60, 1962 -63, 1966-67, 1968 -69 and 1972-73. In spite of periodic set- 
backs, however, a positive upward trend was maintained and this trend was 
definitely strongei thart what was witnessed during, the century before 1950, 
as revealed by available indices. 

During the whole of the period 1951-81 the trend in prices has been 
upwa«d, cveept for brief spells of downward price movements during 
1953-55, 1968-69 and 1975—76. Between 1955—56 and 1960-61 wholesale 
prices rose at an average rate of 6.2 per cent per year. In the next five 
years the prices rose at an average rate of 9 per cent. Between 1965-66 
and 1969-70 the average rate of infiat ; on slightly declined to 8 per cent. 
Up to 1973-74 this rate was more or less maintained. Between 1973-74 
and 1978-79, the annual rate of price increase declined to nearly 6 per 
cent, despite the huge increase in the prices of mineral fuel by 87 per cent 
in five years. This is explained by the relatively low rate of increase in the 
prices of food and other primary products which enjoy a weightage of 
nearly 42 per cent in the index of wholesale prices. 

On the basis of a comparison between the national income figures at 
current prices and at constant 1970-71 prices, the course of price move- 
ments in the country appears to be as follows. In 1955-56 prices were 
about 13 per cent lower than in 1950-51. During the next two five-year 
periods prices rose by 22 per cent and 43 per cent respectively. Over the 
‘plan holiday’ period of 1967-69 prices rose by 26 per cent. In the course 
of the Fourth Five Year Plan there was a 58 per cent rise m prices and 
over the Fifth Plan period prices rose by nearly 34 per cent. On combining 
these results it would appear that at the end of the Fifth Plan the price 
level was about 4$ times as high as t was in 1950-51. 

The long period of continuous rise in prices produced its effects on the 
distribution of incomes among social classes. Only those whose money 
earnings rose faster than the rise in prices could benefit from the inflation; 

others had to suffer to a greater or smaller extent, depending on their ability 


to bargain for a compensating increase in money earnings. 

Workers in registered factories, being better organised than workers in 
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small industry or agriculture, were more successful in raising their money 
earnings. According to figures compiled by the Government of India’s 
Labour Bureau, the average earnings of factory workers rose from Rs. 
1,187 per year in 1955 to Rs. 2,623 per year in 1969 and further to Rs. 5,614 
per year by 1977. The compilation, however, was not based on identical 
coverage and hence the figures cannot be compared straightaway. Certain 
index numbers of workers’ earnings in factories appear to indicate that in 
general money earnings in 1977-78 were not very much above twice the 
level obtaining in 1950-51, though certain specially privileged groups of 
workers had succeeded in securing a higher rise in earnings. On the whole 
one can say that the annual rate of increase in money earnings per worker 
has remained 3 to 4 percentage points below the l ate of rise in prices. The 
real incomes of even this highly organised group of workers have thus been 
eroded by the inflation. However, if attention is confined to public sector 
employees only, per capita emoluments are found to have risen from Rs. 
5,470 per year in 1970-71 to Rs. 14,239 in 1980-81. 13 The rate of increase 
of emoluments, accelerated after 1974-75, remained somewhat ahead of 
the rate of inflation. 

A three-fold division of the Net National Product (at factor cost) into 
(a) compensation of employees, (6) mixed income of the self-employed, 
and (c) operating surplus will show that between 1970-71 and 1980-81 
the payment of compensation to employees went up from 39 to 41 per cent, 
earnings of the self-employed declined from 46.7 to 45.4 per cent and what 
is described as operating surplus also declined from 14.3 to 13.6 per cent. 
This can be taken to indicate the emergence of a specially privileged group 
of high-salaried employees in various specialised occupations since, as 
already seen, money earnings of the general body of workers did not rise 
pari passu with the inflation. The decline in the share of mixed incomes of 
self-employed persons is indicative of an adverse effect of the inflation on 
farmers and small artisans. Thus, not only was the rate of growth of 
national income slower than was anticipated in the early days of develop- 
ment planning, but the distribution of income also became more lop-sided, 
the inflation working to the disadvantage of the relatively weak and under- 
privileged sections of the population. Yet better planning and striving 
for closer realisation of plan targets offer the only known solutions to the 
problem of improving the lot of the people. Every Five-Year Plan in India 
represents a step in the direction of higher levels of living as well as a more 
equitable distribution of incomes, since recent development plans in India 
have held up redistribution as an objective which is of no less importance 
than growth. 

13. Government of India, Economic Survey, 1985-86,. p. 144. 
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A History of the Five Year Plans 
in India 


The idea that after Independence the State will have to guide India's eco- 
nomy according to well-defined objectives and sound development strategies 
was in the air in India long before Independence. In the pre-Independence 
era, the pnvatc business sector was not conspicuous for its pioneering 
efforts, nor did it enjoy a high reputation for fair business practices. 
Hence recourse to laissez faire was ruled out from every point of view. The 
industrial leaders themselves were apt to look up to the State for various 
types of support for their schemes of expansion and were never dogmati- 
cally opnosed to the intervention of the State in economic matters. In fact* 
in 1944 some of the top industrialists of the country joined together to 
publish a blue-print for future economic development m which the State 
was assigned a conspicuous role, not only in agriculture and basic infra- 
structure, but also in the industrial sector. This blue-print was called the 
Bombay Plan. 

Earlier, in 1934, an engineer turned administrator in one of the Princely 
States, Sir M. Visweswaraya, had criticised the apathy of the British 
rulers of the country and pleaded for the preparation of plans for agricul- 
tural and industrial development. Visweswaraya was distressed by the 
ravages caused in India by the Great Depression o the 1930s and at the 
same time he was impressed by the well-formulated policies adopted by 
Britain and the other Western countries to save their people from the distress 
caused by the Depression. In his book, ‘A Planned Economy for India', 
he did not attempt to construct any plan as such, but pointed to various 
ways in which the State had intervened in economic life in other countries 
to bring about economic 'recovery. At the same time when this way of think- 
ing was being spread by Visweswaraya, reports were pouring in from 
Soviet Russia about the successful completion of their First Five Year Plan 
and the even greater success of their Second Plan. The Indian National 
Congress then decided to invite exp pr ts from various dixiplines to help in 
formulating a plan for economic development, at least parts of which 
could be taken up for implementation by the Provinces which w'ere being 
governed by the Congress Party after the nation-wide elections in 1937. 
This was the genesis of the National. Planning Committee (NPC) (1938), 
s\ et up by the then President of the Congress Party, Subhas Chandra Bose. 
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Jawaharlal Nehru served as Chairman of this Committee. A laige number 
of sub-committees were formed to deal with specific aspects of development, 
but since their members were all otherwise busy, they were not regularly 
available for the deliberations. Within a few years interruption in the work 
of the sub-committces came in the form of the country-wide political 
movement of 1940-42. Quite a few prominent members, including the 
Chairman himself, soon found themselves behind prison bars. However, 
despite interruptions and shortage of funds, the NPC succeeded in assem- 
bling useful information and evolving important principles to guide deve- 
lopment in future. 

The Government of India itself, despite its adherence to liberal ortho- 
doxy in the matter of involvement in economic affairs, found itself infected 
by the contemporary enthusiasm for economic planning. In the name of 
Reconstruction Planning a number of working groups and panels were 
set up between 1943 and 1945 which were asked to make forecasts about 
post-wai imbalances between the demand and supply of various essential 
commodities and to suggest measures for dealing with such imbalances. A 
new Department, called the Planning and Development Department was 
created in August 1944 to deal with matters relating to post-war recons- 
truction and de\elopment. 

Shortly before Independence an Interim' government was formed at the 
Centre with some prominent Indian political leaders as Members of the 
Governor General’s Executive Council. In October, 1946 the Interim 
government set up an Advisory Planning Board (Chairman: K.C. Neogy) 
to make an intensive study of the various reconstruction schemes and panel 
reports already drawn up in different government departments and to make 
recommendations about the best way of putting these into use for econo- 
mic development in India. The Advisory Planning Board in their Report 
(January 1947) recommended that a full-time Planning Commission should 
be set up under the Central government with the following functions: 

(a) Scrutiny and co-ordination of the Provincial Plans and Plans of 
Central Departments; 

( b ) Making recommendations to Government as regards the allo- 
cation of Central funds for development purposes; 

(c) Formulating plans for the development of major industries and 
important minerals; 

(d) Making recommendations to Government regarding various 
forms of State aid and State control to be extended to industries; 

(e) Making recommendations to Government regarding trade both 
foreign and internal; 

(f) Making recommendations regarding monetary and financial 
policy, including currency and credit at home and abroad, as affecting the 
planned development of the country; 
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00 Watching and stimulating progress in regard to the executive of 
the plans referred to in (a) and (V) above, compiling and publishing statis- 
tics relating to them, suggesting adjustments and modifications in them and 
initiating new plans; 

(/j) Allocating material resources which are in short supply so as to 
ensure that due regard is paid to principles; 

(/) Examining the implications of scientific research and discovery 
on economic welfare. 1 


On the basis of this set of recommendations the Government of India 
brought the Planning Commission into existence on March 15, 1950. The 
Commission was set up by an Executive order and does not enjoy statutory 
authority. Initially the Commission was constituted with 6 members and 
a Chairman. The Prime Minister himself assumed the position of Chairman 
of the Commission. None of the other members were associated with the 
administration either as Ministers or as officials. 

In setting up the Planning Commission tne Government of India was 
guided primarily by the Fundamental Rights guaranteed by, and the Direc- 
tive Principles of State Policy embodied in. the Indian Constitution which 
enjoin upon the government to secure ( a ) that all citizens can have an ade- 
quate means of livelihood ( h ) that the ownership and control of the com- 
munity's resources are so distributed as to best subserve the common good, 
and (c) that thf operation of the economic system does not result in the 
concentration of wealth and means of production to the common detriment. 
As an agency for securing these basic objectives, the Planning Commission 
was instructed: 


(a) to make an assessment of the coun.trv s material, capital and 
human resources and investigate possibilities of augmenting the supply of 

deficient resources; ... 

(b) to formulate a plan for the most effective and balanced utilisation 

of the country's resources ; 

(r) to determine priorities and define the stages tor the plan and allo- 
cate resources accordingly ; 

(</) to indicate factors retarding progress of the plan and spell out the 

conditions for its successful implementation: 

( ( ,) to indicate the nature of the machinery that will be needed at each 

staae foi successfully implementing the plan. 

(0 to appraise periodically .■ >' progress of the plan and recommend 

" C ^7™:”u res needed for the discharge for the duties 
assigned to it or for improving upon current policies and programmes s 
welf as to advise the Central and State governments regarding specific 

problems referred to it. 

1. Report of Advisory Planning Board, Para. 8- 
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A draft outline of the First Five Year Plan, covering the period 
April 1951-March 1956 was drawn up by the Commission in July 1951. 
It dealt with some projects that were already under execution as well as 
other projects that were to be taken up if adequate funds, mainly in the form 
of foreign exchange, were made available. The total outlay envisaged was 
Rs. 1793 crores in five years. The Planning Commission intended that the 
draft outline should form the basis for wide public discussion. The plan was 
to be finalised after several rounds of discussion with executive agencies at 
the Centre and in the States as well as after ascertaining the views of 
Members of Parliament and State legislatures. 

In its final form, as presented in December 1952, the First Plan envisaged 
a total outlay of Rs. 2068.78 crores. All the programmes included in the 
1951 draft were retained and some new programmes were added, parti- 
cularly in respect of industrial development. The major emphasis, however, 
was on schemes of agricultural and irrigation development, power genera- 
tion, and the rehabilitation of the railway system. For agriculture, irriga- 
tion and power the Plan proposed an outlay of Rs. 922 crores which was 44 
per cent of the total outlay. For the railways an outlay of Rs. 250 crores 
was proposed. Industrial and mineral development received less impor- 
tance; the allotted outlay was only Rs. 168 crores. In social services, educa- 
tion was allotted Rs. 156 crores and health Rs. 99.5 crores. Fxpendilure 
on rehabilitation of persons displaced after the partition of the country 
was also included in Plan outlay, the amount being Rs. 85 crores. Of 
the total outlay, the Central government was to be responsible for about 
60 per cent (Rs. 1240.5 crores) and the States and Union territories for the 
rest. 

In a Mixed Economy the responsibility for planned development has 
to be shared between the public agencies and private enterprise in an agreed 
manner. The anticipated investment for industrial expansion in the private 
sector during 1951-56 was stated to be Rs. 233.30 crores. In addition, 
schemes of modernisation in certain established industries, costing about 
Rs. 150 crores, were also expected to be undertaken during this period. 

The national income of India, estimated as approximately Rs. 9000 
crores in 1950-51, was expected to go up to about Rs. 10,000 crores by 
1955-56, provided that capital formation rose by about 20 per cent of 
additional income each year. This calculation was based on an assumed 
.investment-income ratio of 3:1 and a lag of 2 years between the date of 
investment and the emergence of additional income. The Planning Com- 
mission also made calculations for a longer period. They showed that if 
from 1956-57 onwards 50 per cent of additional income were used for 
stepping up investment, then per capita income could be doubled in 27 
years and per capita consumption could be raised by about 70 per cent 
above the 1950-51 level. In working out these long-run estimates, the 
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Commission assumed that population growth would be at a constant rate 
of 1.25 per cent per annum. 

Regarding the creation of employment opportunities through planned 
development, the Planning Commission, aware of the heavy capital cost of 
creating jobs in large-scale industry, suggested that small and cottage indus- 
tries should be encouraged to develop and their technology should be so 
improved that they can ensure a reasonable level of income to their 
workers. Adoption of labour-intensive processes to the maximum extent 
possible was the only way in which the twin objectives of higher production 
and greater employment could both be realised. The First Plan proposed 
an outlay of Rs. 27.04 crores on cottage and small industries, mainly with 
an eye to strengthening the organisation supporting such industries and 
improving training facilities for artisans and workers. Reservation of certain 
spheres of production for small and cottage industries and imposition of a 
cess on large units for the benefit of smaller enterprises also received the 
support of the Planning Commission. 

The First Plan’s proposed outlay of Rs. 2069 crores was to be financed 
by (</} ad- 1 Mg:, in the government sector in the form of revenue surplus 
(Rs. 738 crores), (h) loans and deposits from the public (Rs. 520 crores), 
(o) external assistance (Rs. 520 crores), and id) deficit financing (Rs. 290 
crores). Any adverse impact of deficit financing on prices was proposed to 
be counteracted by a system of official conn oK over the distribution of 
essential commodities. 

For the r ull implementation of the Fir>t Plan, a balance of payments 
deficit of Rs. 180-200 crores per annum might be necessary. While part 
of this deficit would be met from the sterling reserves built up during the 
war, 2 the rest of the deficit could be met only if external assistance were 
stepped up to the required extent. 

The aggregate investment, public and private, over the period of the 
First Plan was to be Rs. 3500-3600 crores, about half of which was to be 
in public sector projects. It was estimated that this level of investment 
could be reached by raising the rate of domestic saving from about 5 per 
cent of national income in 1950-51 to 6.75 per cent in 1955-56 as well 
as by drawing upon available external resources. 

The First Plan did not attempt any careful checking of the internal con- 
sistency of the various projects which were taken up for implementation. 
Many of these projects had been formulated before the Planning Commis- 
sion was set up ami some progress hiu ilready been achieved in their imple- 
mentation. The Planning Commission could not examine at this stage the 
inter-relationships among the different projects. Only a simple macro- 
model of the Harrod-Domar type was used to assess the likely impact of 


2. 'the release of sterling payments to India, Mocked bv Britaii during tic war. was 
about Rs. 50 crores per year. 
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additional investment on income. The emphasis was on raising the level 
of investment to the maximum extent possible, without unduly depressing 
consumption, and to strive for lowering the inciemental capital-output ratio 
as much as practicable by adopting relatively labour-intensive techniques of 
production. However, a few capital-intensive projects had also been included 
in the Plan for multi-purpose irrigation and power development, expansion 
of steel-producing capacity, rehabilitation of the railway system and the 
like. 

The Second Five Year Plan (1956-61) was based on a strategy of deve- 
lopment planning which is associated with the name of Prof. P.C. Maha- 
lanobis and has a close resemblance with the Feld’man model of planning 
which is supposed to underlie the early Five Year Plans of Soviet Russia. 
The Mahalanobis strategy consists in giving priority to machine-building 
(‘heavy’) industries in the allocation of investment funds. The development 
of ‘light’ industries turning out consumer goods or simple machines is given 
less importance. This .strategy is calculated to accelerate the rate of grow th 
of the economy in the long run, although the growth rate may not be very 
high in the immediate short run. As the country attains self-sufficiency in 
the production of heavy machinery, it can reduce its dependence on foreign 
nations for machinery imports. This facilitates subsequent develop- 
ment. But the acceleration of the growth rate was not Prof. Mahalanobis's 
only concern. He was at the same time in favour of the development of 
small and cottage industries which could create employment for relatively 
less skilled workers without making much demand, on investment funds. 
The Second Five Year Plan had thus a two-pronged strategy, combining 
heavy industry development with the fuller utilisation of manpower in small 
and cottage industries of the traditional type. 

The Second Plan was designed to lay greater stress on industrial and 
mineral development, as compared with the First Plan which emphasised 
agriculture, irrigation and power-generating capacity. 3 From about 8 per 


3. The following table shows the variations between the 
regarding emphasis on different types of projects. 



Fi> 'J Plan as 

First Plan us 

/ ust Plan 


formulated 

revised 

actual 


in 1952 

in 1953 

outlay 

Agriculture, Irrigation 

921.8 

1001.8 

872.8 

iind Power 

Industry & Minerals 

173.0 

188.2 

96.8 

(including Scientific 

Research) 

Social Services 

339.8 

395.9 

316.2 

Rehabilitation 

85.0 

135.7 

95.7 

Miscellaneous 

52.1 

86.0 

60.7 


2068.8 


1960.0 


hirst and Second Plans 

Second Finn us 
Jormuluted 
in 1956 

1481.0 

890.0 

945.0 
99.0 


2377.7 


4800.0 
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cent in the revised First Plan, the allocation for industrial and mineral deve- 
lopment was raised to about 18,5 per cent in the Second Plan. Corres- 
pondingly, the allocation for agriculture, irrigation and power develop- 
ment was reduced from 42 pci cent to 31 per cent. However, in the actual 
implementation ot the First Plan, an almost 20 per cent short-fall had 
occurred, the actual outlay over 1951-56 being Rs. 1960 crores against the 
revised plan target of Rs. 2378 crores. Industrial development plans 
accounted for only 5 per cent of actual outlay, against the 8 per cent initially 
provided for. The relative share of agriculture, irrigation and power rose 
to 45 per cent of public sector Plan outlay, as against 42 per cent originally 
assigned to this sector, although in absolute figures there was a short-fall 
of about Rs. 120 crores in these programmes as well. Programmes relating 
to railways and road development, however, were implemented practically 
to the fullest extent. 

The Second Plan was up against formidable difficulties almost from the 
beginning. The Plan outlay had been raised from Rs. I960 crores to 
Rs. 4800 crores, but the vital financial resources were not within sight. A gap 
of Rs. 400 crores remained in the scheme of financing associated with the 
Plan, e\en after allowing for Rs. .800 crores of external assistance and 
Rs. 1200 enuxs of deficit financing. 4 Accordingly, the Second Plan had to be 
revised two years later. It was >plit into two parts— the first part consist- 
ing of the more essential projects and accounting for a sum of Rs. 4500 
crores. and the second part consisting of loss essential projects to be imple- 
mented only if additional financial resources became available. In the event, 
the actual outlay on the Plan over 1956-61 amounted to Rs. 4672 crores. 
The essential projects in the field'' of industrial and mineral development 
were safe-guarded, largely by curtadmg programmes in respect ot the social 
services. The Plan was financed by vigorous mea-ires of additional domes- 
tic taxation. In spite of this effort, more than onc-titth (22.5 per cent) ot 
the total Plan outlay had to be met by drawing on foreign assistance. The 
extent of deficit financing (Rs. 954 crores) was. however, smaller than the 
amount initially envisaged when the Plan was drawn up. 


4. Comparative schemes of financing the first and Second Plans were as shown below: 



First Plan 

Svcarui Plan 


( *lc tlm> ' 

( Provisions ) 

Surplus from C»*»\r. icvenucs 

752 

950 

Public borrow mg and deposits 

6S6 

i450 

Fvtern '1 :ts»iM4Acc 

189 

800 

Deficit liu.mc.M!* 

333 

1200 


i%n 

4400 


l : nco\e 

red gap 400 


4800 
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The Second Plan aimed at raising the level of national income from 
Rs. 10,800 crores in 1955-56 to Rs. 13,480 crores in 1960-61 (both figures', 
expressed in 1952-53 prices). As national income increased, the level of 
domestic saving would naturally go up and, with some measure of foreign 
assistance, domestic investment could rise faster. It was expected that the 
ratio of investment to national income could be raised from 7.3 per cent 
at the end of the First Plan to 10.7 per cent at the end of the Second. How- 
ever, the hope expressed in the First Plan that the marginal rate of domestic 
saving could be raised to 50 per cent from 1956-57 onwards was now 
described as “excessively high”. The First Plan had expected to attain a 20 
per cent rate of investment by 1968-69; in the Second Plan the highest 
attainable rate was scaled down to 16-17 per cent, to be reached during 
the Fifth Five Year Plan. At the same time as Plan priorities shifted towards 
‘heavy’ industrial projects, the incremental capital-output ratio was sure 
to go up. Accordingly the rate of growth of per capita income was also 
expected to be slower than what the First Plan had initially regarded as 
achievable. 

Private Sector investment during 1956-61 was estimated at Rs. 3100 
crores. as compared with Rs. 1800 crores over the period of the First Plan. 
The yearly ievel of investment, measured as Rs. 500 crores in 1950-51, 
rose to Rs. 850 crores by 1955-56 and about Rs. 1600 crores by 1960-61. 
These figures, however, were reckoned at current prices. By 1960-61 
the wholesale price index was nearly 30 per cent above the level in 1955-56, 
but between the opening and closing years of the First Plan there had been 
a fall of about 18.5 per cent in wholesale prices. 

The Second Plan registered a growth of 19.5 per cent in five years, 
although the Planning Commission had planned fora 24.5 per cent growth. 
In the First Plan, the targeted growth of national income was 12 per cent, 
but the actual growth was 18.5 per cent. The over-all capital-output ratio 
in the First Plan turned out to be 1.86: 1 against the assumed ratio of 3 : l. 
The index of agricultural production went up by nearly 22 per cent between 
1950-51 and 1955-56, but in the following five years the growth was 
only 15.4 per cent. By contrast, the index of industrial production, which 
rose by 39 per cent during 1951-56 advanced further by 39>6 per cent 
during 1956-61. 

The work on the Third Five Year Plan started towards the end of 1958, 
leading to the publication of the Draft Outline in July I960. After consi- 
deration in the National Development Council in May 1961, the final 
version of the Plan was released. The aim of this Plan was "to give a more 
precise content to the social objectives of the Constitution” and to make 
further advance towards the realisation of those objectives. During the 
period of the Second Plan, agricultural development had been relatively 
tardy and critical shortages had developed in respect of foodgrains and 
several raw materials for industry. Imports of food, raw materials and 
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industrial machinery were increasing much faster than the growth in 
exports. The trade deficit rose from Rs. 588 crores during 1951-56 to 
Rs. 1836 crores during 1956-61. In the Third Plan, therefore,it was necessary 
to plan for self-sufficiency in loodgrains and larger agricultural production. 
It was necessary at the same time to attain greater self-sufficiency in the 
machine building industries "so that the requirements of further indus- 
trialisation can be met within a period often years or so from the country’s 
own resources \ 1 he Planning Commission also expressed their concern 
over the growing inequalit> of incomes and economic power in the country 
and promised to bring about, through the Third Plan, "reduction in dis- 
parity in income and wealth and a more even distribution of economic 
power.” 

With an eye on these objectives, as well as to secure the fullest possible 
utilisation of the country s manpower resources, the Planning Commission 
framed the Third Plan with a targeted growth o r 30 per cent in agricultural 
production, 32 per cent in foodgrains production and as much as 70 per 
cent in industrial production over the five year period 1961-66. In other 
wuids, agricultural production wa^ expected to increase at 5.4 per cent, 
foodgrains production at 5.7 per cent and industrial production at 11.2 
per cent per annum. To achieve such unprecedented rates of growth, the 
Third Plan proposed a 70 per cent increase in public sector investment 
over the total of the previous five vtvrs and a 32 per cent increase in private 
sector investment. From about Rs. 1600 crores per year in 1960-61 aggre- 
gate public and private sector investment was to be raised to about Rs. 2600 
crores in the final year of the Third Plan. This implied a rise in the ratio of 
net investment to income from 11.5 per cent to 14 per cent. It was hoped 
that the ratio of domestic saving to income could be raised over the years 
1961-66 from 8.5 per cent to 11.5 percent and at feast to this extent the 
dependence on foreign resources for investment could be reduced. 

The public sector outlay for the Third Plan was settled at Rs. 7500 
crores of which the investment component was to be Rs. 6300 crores and 
current development outlay was to account for the remaining Rs. 1200 
crores. The distribution of public sector outlay in the Third Plan followed 
a pattern in which agriculture, irrigation and power projects would account 
for 36.4 per cent of the total plan outla>, industrial and mineral develop- 
ment for 23.8 per cent, transport and communication for 19.8 per cent and 
the remaining 20 per cent would be spent for socia: services, inventory 
accumulation and miscellaneous purposes. Thus, the relative importance 
of agricultural schemes and power development was substantially increased 
in the Third Plan by cutting down allotments (in a relative sense) for trans- 
port and the social services. 

The Third Plan was in a sense bigger in size than indicated above, since 
all the schemes that had been worked out tor inclusion in this Plan would 
have involved an outlay of Rs. 8098.53 crores in the public sector. However, 
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due to paucity of financial resources the Planning Commission had to 
recommend that the outlay should remain limited to Rs. 7,500 crores. The 
anticipated amount of private sector investment over the period 1961-66 
was Rs. 4100 crores. Taken together with the investment component of 
Rs. 6300 crores jin tiie Plan outlay, the aggregate investment over the Third 
Plan period would be Rs. 10,400 crores. This was expected to lead to a rise 
in national income from Rs. 14,500 crores at the end of the Second Plan to 
Rs. 19,000 crores in the final year of the Third Plan, representing a growth 
of 31 per cent in five years. The annual rate of growth was to be almost 
5.5 per cent. Allowing for the rate of population increase, this could yield 
per capita income growth at 3.2 per cent per year. A doubling of per capita 
income in a little over 20 years' time thus emerged as a distinct possibility. 

In order to finance the public sector Plan outlay of Rs. 7,500 crores, the 
Planning Commission suggested drawing upon the government’s current 
surplus (including surplus of public enterprises) to the extent of Rs. 2S00 
crores, on public loans and deposits amounting to Rs. 1950 crores, on 
external assistance up to Rs. 2200 crores and depending on deficit financing 
for the remaining Rs. 550 crores. It was regarded as both possible and judi- 
cious to depend for nearly 30 per cent of the Plan outlay on external sources. 
The domestic tax-payers w'erc to be subjected to additional taxes and 
other imposts amounting to over Rs. 1700 crores. The proportion of tax 
revenue to national income, which had gone up from 7.5 per cent to 8.9 
per cent during the Second Plan, was expected to move up further to 1 1.4 
# per cent in the course of the Third Plan. 

The decennial census of 1961 revealed that between 1951 and 1961 the 
population of tfie Indian Union had gone up by 7.7 crores. This implied 
that the number of people ol working age was going up by 30-35 lakhs per 
year. The various projects included in the Second Plan were expected to 
increase employment opportunities for 80 lakh people. Nearly 90 lakh 
people were reckoned to be without any opportunities for employment when 
the Second Plan ended. The Third Plan held out the prospect that over the 
years 1961-66 another 1 crore 70 lakh people would reach their working 
age, whereas the projects included in the Plan could create employment 
opportunities for at most 1 crorc 40 lakh people. Thus the backlog of 
unemployment would increase by another 30 lakhs. To deal with the grow'- 
ing unemployment problem, the Planning Commission proposed massive 
programmes of rural public works. However, the allocation proposed for 
such programmes being only Rs. 150 crores, only about UK) days of 
employment in a year could be thus provided and that also to a limited 
section ol the unemployed population. 

Like the two previous Plans, the Third Plan also wa.-, sei in the perspec- 
tive of a longer-term plan covering the fifteen years from 1960-61 to 
1975-76. This 'perspective plan* a*med at raising the national income from 
Rs. 14,500 crores in J960-61 to Rs. 34,000 crores in 1975-76, both at 
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1960-61 prices. The corresponding increase in per capita income would 
be from Rs. 330 to Rs. 530. Employment opportunities would be created 
outside agriculture for more than 4.6 crore persons. The proportion of 
population dependent on agriculture was expected to decline from about 
70 per cent to 60 per cent. By 1975-76 the ratio of investment to national 
income was expected to be between 19 and 20 per cent and the ratio of 
domestic saving to national income would go up from about 8.5 per cent in 
1960-61 to 18 or 19 per cent. Reduction of dependence on foreign resources 
for the purpose of investment was an objective to be pursued throughout 
this period. 

The Third Plan period was marked by a series of unforeseen calamities. 
The first of these came m the foim of a border conflict between China and 
India in October 1962. The defence outlay in the 1962-63 budget of the 
Central government had to be increased by Rs. 95 crores. Several types of 
defence bonds had to be issued to raise additional funds. In the light of 
defence requirements, the Plan priorities had to be recast to some extent. 
Taxation had to be increased substantially in the 1963-64 budget to pay 
for the increased expenses of both defence and development. However, 
the annual outlays on the Plan did not have to be curtailed and were 
increased every year by 1 5-20 per cent. 

The requirements of defence loomed large once again when India 
became involved in a war with Pakistan in September 1965. The working of 
the Plan, however, was not allowed to be affected by this, though fresh 
resources had to be raised. The revenue receipts of the Government of 
India increased from Rs. 406 crores to Rs. 877 crores in the ten years cover- 
ing the first two plans, but over the years of the Third Plan these receipts 
reached the level of Rs. 2320 crores. Capital receipts of the Central govern- 1 
ment, however, increased at a slower pace during the i lirdPlan than during 
the Second. In the States also both revenue and capital receipts went up by 
83 per cent and 126 per cent respectively over the Third Plan years. Addi- 
tional taxation amounting to Rs. 2883 crores was necessary to meet the 
twin requirements of development and defence, the Centre’s share in addi- 
tional taxation being Rs. 2,273 crores. 

In the final year of the Third Plan (1965-66) the country was hit by 
severe drought conditions which recurred in 1966 -67 as well. The agricul- 
tural programmes in the Third Plan were totally upset by this adverse turn 
in weather conditions. The general index of agricultural production (base 
1949-50 J00), which had gone up (>y 42.2 per cent in the course of the 

first two Plans, dropped to the extent of 6.7 per cent in 1965-66 as com- 
pared with 1960-61. The foodgrains production index dropped even more 
markedly by 1 1.8 per cent. There was a fairly sharp decline in the produc- 
tion of all principal cereal crops, pulses, cotton and most oilseeds. Indus- 
trial production, however, was not yet adversely affected by the failure on 
the agricultural front. By the final year of the Third Plan the general index 
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of industrial production was about 47 per cent above the index for 1960-61, 
The annual rate of expansion of industrial output in the Third Plan was a 
little higher than that in the Second Plan (8 per cent as against 7.2 per. 
cent). 

The national income at 1960-61 prices went up from Rs. 13,290 crores 
in the final year of the Second Plan to Rs. 15,920 crores in 1964-65, but 
declined to Rs. 15,020 crores in 1965-66. The counter-part of the 6.7 per 
cent decline in agricultural productions in 1965-66 was a 5.7 per cent 
decline in national income. It may be noted that, even before the agricultural 
disaster struck the country in the final year of the Third Plan, the average 
rate ot national income growth was about 4.6 per cent which was below 
the rate envisaged in the Plan. One reason why, despite substantial increases 
in Plan outlay at current prices, the outcome was relatively unsatisfactory 
lay in the continuous and accelerating rise in the price level. The 
average inflation rate over the period 1962-66 (March to March) was 
nearly 8.5 per cent. 

In terms of financial outlay the Third Plan turned out to be about 14 
per cent bigger than was initially intended; a planned outlay of Rs. 7500 
crores grew into an actual outlay ot Rs. 8577 crores. In the process the 
Plan priorities changed in favour of transport and communications, while 
social services suffered most from the revised allocations. Dependence of 
Plan investment on external assistance was, however, marginally lower than 
was initially envisaged. This was compensated by a marked step-up in 
additional tax collections and by running into deficits. There was a short- 
fall in respect of targets uf public borrowing and a scheme of compulsory 
deposits was introduced. 

' The total import bill during the Third Plan period turned out to be 
about Rs. 1400 crores more than during the Second Plan period, while 
export earnings increased by only Rs. 760 crores. The deficit in the current 
balance of payments, however, was smaller than the trade deficit, mainly 
because a flow of official transfer payments in favour of India was consis- 
tently maintained. In 1965 66, however, this flow was cut down to 
almost half it> si/c in the previous year. The inflow of official capital funds 
also declined by about Rs. 50 crores in the final year of the Third Plan. 
VYith the outbreak of hostilities between India and Pakistan in the autumn 
of 1965 the outlook for foreign assistance for the Plans became uncertain 
to some extent. It was argued that the existing policies of export promotion, 
based on various forms of export subsidies, were unsuitable as methods 
of improving the trade balance. A devaluation of the Rupee in relation to 
the U.S. dollar and other important world currencies was advocated as the 
most effective solution of the balance of trade problem. Accordingly, on 
June 6, 1966 the Rupee was officially devalued. 

The Fourth Plan, of which a draft outline had been prepared and pub- 
lished in 1966, became clouded by uncertainties in the wake of the devalua- 
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tion. The outlook for foreign assistance also appeared as none too promis- 
ing. As a result the important decision was taken to guide the economy 
on the basis of short-term Annual Plans instead of engaging immediately 
to finalise the next Five Year Plan. The draft outline of the Fourth Plan 
(1966 -71) suggested a total outlay of Rs. 16,000 crores of which 
Rs. 13,600 crores would be in the form of public investment. Private invest- 
ment was anticipated at Rs. 7,750 crores. The national income target for 
1970-71 was taken as Rs. 29,500 crores (at 1965-66 prices), which implied 
a 38 per cent increase over the 1964-65 level of national income and a 48 
per cent increase over the depressed national income level of 1965-66. 
The per capita income was expected to increase at an annual rate of 3 per 
cent. 

In 1966-67 there was a small recovery in agricultural production, as 
compared with the previous year, but the drought conditions persisted and 
food production still remained 1.3 crorc tonne., below the 1964-65 peak 
of 8.9 crore tonnes. On the industrial front, the situation was worse than in 
the previous year. The inflation rate rose to nearly 16 per cent. In 1967-68 
agricultural production registered a fairly sharp increase, but the indus- 
trial recession was not lifted. The next year, 1968-69, witnessed a reversal 
in agricultural expansion and only a slow progress in industry. For the 
period 1966-69 the average giowth rate of national income (at 1960-61 
prices) was about 4 per cent, but thi., is explained by the sharp increase of 
over 9.6 per cent during 1967-68 which was almost exclusively attributable 
to an agiicultural recovery. 

As normalcy was restored by 1969, a reconstituted Planning Commis- 
sion was entrusted with the work of drawing up a new medium-term Plan 
for the next five years. After considering the changes that had occurred 
in the economic environment during 1966-69, the Planning Commission 
came out with the final version of the Fourth Plan (1969-74). It received 
the approval of the National Development Council in May, 1970. 

Between April 1966 and March 1969 the total outlay under various 
Plan schemes amounted to Rs. 6756 crores. The major shift in Plan priori- 
ties during this ‘Plan Holiday’ period occurred in favour of power projects 
and the organised industrial sector, while irrigation, rural industries and 
social services came to be accorded relatively less importance than before. 
As foreign currency assistance was of greater value in terms of rupees after 
the 1966 devaluation, it is not very surprising that neatly 36 per cent of the 
Plan outlay during 1966-69 was nwt out of external assistance. Though 
additional taxation was also resorted to, its scope was limited because of 
the generally depressed economic conditions. Deficit financing was res- 
tricted to only about 10 per cent of the Plan outlay. Public loans and 
deposits yielded relatively more for the financing of the Annual Plans during 
1966-69, compared with the yield from these sources during the Third 
Plan years. 
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In 1968-69 the general index of agricultural production was only il 
per cent above the 1960-61 level. There had been a remarkable increase 
in wheat production and some increase in rice production, but the produc- 
tion of pulses, groundnut and jute was still below what had been achieved 
by 1960-61. Some industries like jute and cotton textiles, leather products, 
railway wagons and electrical machinery were considerably depressed. 
Others were generally producing below capacity. Prices, however, remained 
fairly steady and 'the trade deficit became narrower. The volume index of 
exports (base 1958 -100) rose from 119 in 1966-67 to 142 in 1968-69, 
but the unit value index declined to some extent. Import prices, however, 
declined more sharply, while the volume of imports registered only a mild 
increase. The industrial recession was largely responsible for both the spurt 
in exports and’ the negligible rise in the volume of imports. 

In the Fourth Plan for 1969-74 the proposed public sector outlay was 
Rs. 15,902 crores, made up of Rs. 13,655 crores of investment and Rs. 2247 
crores of current devel 9 pmcnt outlay. As much as 39.3 per cent of this 
outlay was directed towards agriculture, irrigation and power development, 
industries and minerals accounted for 22.8 per cent, transport and communi- 
cations for 20.3 per cent and social services and miscellaneous programmes 
for the remaining 17.6 per cent. The greater emphasis on agricultural pro- 
grammes in this Plan was the outcome of adopting ‘self-reliance’ as an 
important objective of planning; in particular, the aim was to enable the 
country to do away with food loans under U.S. Public Law 480 on which 
the country had become increasingly dependent following the severe 
droughts in the mid-60s. The private sector investment over the Fourth Plan 
years was anticipated $t Rs. 8980 crores. It was expected that, with these 
amounts of public and private investment, the economy would attain a 5.5 
per cent average rate of growth in the next five years. In terms of 1960 -61 
prices. The national income was to increase from Rs. 17.351 crores to 
Rs. 22.862 crores. 

Growth, however, was not the only objective. What was needed was 
the association of growth with stability. Hence the stress was on non- 
inflationary methods of financing the Plan. Moreover, the Fourth Plan 
stressed the urgency of reducing the concentration of economic power by 
planning for “a wide dispersal of entrepreneurship”. To provide greater 
employment opportunities in rural areas, a number of labour-intensive 
rural works schemes were incorporated in the Plan. Finally, to carry the 
benefits of planned development to the remotest rural areas a specially 
worked-out programme of minimum needs (rural roads, water supply, edu- 
cation, power supply etc.) was made an integral part of the Plan. 

The aim of self-reliance was more than achieved in the Fourth Plan, 
since only about 13 per cent of the actual outlay of Rs. 15,783 crores was 
met cut of external assistance. But additional taxation as well as the 
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extent of deficit financing had to be stepped up, beyond the levels decided 
upon at the stage of Plan formulation. 

So far as its impact on production was concerned the Fourth Plan was 
extremely disappointing. The index of agricultural output rose by less 
than 9 per cent between 1969-70 and 1973-74. In cereals the production 
gain was of the order of 8.6 per cent. But pulses registered a 14.7 per cent 
decline. The index of industrial production rose by only 14.3 per cent 
between 1970 and 1974. Production declined in non-ferrous basic metals, 
electrical equipments, rayon and other synthetic fibres and paper mill pro- 
ducts. There was near-stagnation in iron and steel, cement, cotton 
spinning and weaving and heavy organic chemicals. High rates of growth 
were, however, recorded in fertilizer production, agricultural machinery 
(specially tractors) and engineering goods. The national income attained 
a level of Rs. 20,179 crores, nearly Rs. 2700 crores short of the originally 
set target; the annuar growth rate was just above 3 per cent. 

The price level, after remaining fairly steady during the first three years 
of the Fourth Plan rose rather more sharply in the last two years. The 
average inflation rale for the whole period of the Plan was nearly 11 pet 
cent per annum. In the last two years alone the prices of foodgrains rose 
by over 36 per cent. The last year also saw a sharp rise in the prices of petro- 
leum and products like kerosene, because of the rise in world oil prices. 
The fndo-Pakistan war of 1971, leading to the creation of Bangladesh as a 
separate State, was partly responsible for the acceleration in inflation. 

The index of the volume of exports was 25 per cent higher in the final 
year of the Plan as compared with 1969-70. Imports also lose above the 
abnormally depressed levels of 1968-70, but due to some improvement 
in export prices relative to import prices, the trade deficit was only about 
Rs. 780 crores in five year*. The impact of the mgher prices of imported 
petroleum products on the trade balance was not severely felt until 1974-75. 
Foreign exchange reserves rose by nearly Rs. 34 crores between 1969-70 
and 1*973-74. But this was accompanied by a rise in the external debt of 
the Government of India by about Rs. 232 crores. 

The work of drawing up the Fifth Five Year Plan (1974-79) was taken 
up during 1971-72 by a re-constituted Planning Commission. This Plan 
was based on a model in which the growth objective was sougnt to be integ- 
rally related to the re-distribution objective. The earlier Plans had done 
very little to improve the putciiasing capacity of the verv poorest sections of 
the population. The thrust of the fifth Plan was on increasing the level 
of consumer expenditure for the bottom per cent of the population by 
reducing the expenditure levels of the top-most sections. Since the poor 
consume less of import-intensive goods, the redistribution of purchasing 
power in favour of the poor was expected to be helpful from the point of 
view of the foreign trade balance as well. To add to the income-earning 
capacity of the poorest sections, it was proposed to take up specia 



324 Concise History of Indian Economy 

employment-generating schemes which were also to result in the creation of 
valuable social assets. 

The final version of the Fifth Plan was designed for only a 4.4 per cent 
rate of national income growth. The priorities shifted in this Plan towards 
rural development, though the allocation for village and small industries 
was reduced in comparison with the Fourth Plan. The primary emphasis 
was on minor irrigation and other agriculture-related schemes which were 
expected to help in generating additional employment in rural areas. The 
public sector Plan outlay over 1974-79 was to be Rs. 39,322 crorcs at 
1972-73 prices of which the investment component was Rs. 37,250 crores. 
The aggregate private investment during this period was expected to be 
Rs. 27,049 crores. 

The estimates on which the Fifth Plan was based got upset due to the 
subsequent price increases. In the very first year of the Fifth Plan whole- 
sale prices rose by over 25 per cent, the sharpest rise occurring in the prices 
of minerals and liquid fuel. Agricultural production increased by about 10 
per cent and industrial production by 20 per cent or so by 1977 -78. The 
Fifth Plan was terminated one year ahead of schedule when a coalition 
government was formed by non-Congress opposition parties at the Centre 
and this Janata government decided to work on a new Plan for 1978- 83. 

During 1974-78 the net national product increased in real terms at 
an average rate of 4.5 per cent. The net domestic saving ratio went up from 
13.2 per cent in 1973-74 to 17 per cent in 1977 78 which was higher than 
the prevailing rate of capital formation (15.3 per cent). 

Mainly because of a nearly four-fold increase in the expenditure on 
imported petroleum and petroleum products, the balance of trade situation 
in 1977-78 was worse than in 1973- 74. But the oil crisis had a brighter 
side as well. With the increase in employment opportunities in the oil- 
producing Middle-Eastern countries, there was a substantial out-migration of 
Indian workers to these countries. Remittances received from such workers 
provided much-needed relief to India’s balance of payments. There was 
also an appreciable increase in external assistance in the closing years of the 
Fifth Plan. The foreign exchange reserves of the country rose from Rs. 580.78 
crores at the end of the Fourth Plan to Rs. 4500 crores by the end of the 
Fifth Plan. As a proportion of the value of imports, foreign exchange 
reserves (excluding gold and SDRs) stood at 19.8 percent in 1973-74 and 
nearly 75 per cent in 1977- 78. Against this rise in foreign exchange reserves 
there was the expansion in Government of India’s external liabilities from 
Rs. 5824 crores to Rs. 8985 crores. 

Prices rose by over 25 per cent in one year as the world-wide ‘Oil Crisis’ 
hit India in 1974-75. This was also a year of poor agricultural production. 
In the remaining three yeais upto 1977-78 prices remained fairly steady. 
The Fifth Plan (inclusive of Plan outlay for 1978-79) succeeded in avoid- 
ing deficit financing to a large extent; a mere 3.4 per cent of the total outlay 
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of Rs. 39,426 crores ,J was met by having recourse to this mode of financing. 
Additional taxation and other revenue-raising measures adopted during 
this period financed over 37 per cent of the Plan outlay and nearly 30 per 
cent of outlay was financed by public borrowing and miscellaneous capital 
receipts. Less than 15 pci cent of the financial resources for the Fifth Plan 
was obtained from external assistance. Price stability and self-ieliance in 
financing Plan outlay were realised to a large extent in this Plan. But agri- 
culture still laced problems caused by adverse weather conditions, while 
industrial output increased at an unimpressive rate (below 8 per cent per 
annum) except during the first year of the Emergency (1975-76). 

The Draft Plan for I97S-S3, drawn up in accordance with the policies 
approved by the coalition (Janata) government (1977-79) by a re-consti- 
tuted Planning Commission, provided for a public sector outlay of 
Rs. 69,380 crores (at 1977 -78 prices). The allocation for power development 
was markedly increased in this Draft Plan, since the shortage of power was 
hindering full utilisation of installed equipments ip several industries. The 
reliance on external a>si>aunee for financing the Plan outlay was proposed 
to be cut down by half. Bui the most remarkable feature of the new 
Plan was that it was to be a Tolling’ Plan. Every year the Plan outlay was 
to be readjusted and Plan priorities revised, if necessary, in the light of 
prevailing economic circumstances. Not only was an Annual Plan to be 
worked out, but a new l ive Year Plan was to be drawn up, starting afresh 
each year. This was intended to make planning more relevant to the actual 
problems facing the economy and to keep the Planning Commission cons- 
tantly alert regarding the impact of Plan outlay on the working of the 
economy. 

The Plan outlays for 1978-79 and 1979-80, amounting respectively 
to Rs. 11,591 and Rs. 12,176 crores, were financed mainly with domestic 
resources. Foreign assistance played an even smaller role chan was initially 
envisaged. This was rendered possible b> greater buoyancy in the receipts 
from public borrowing and by exceeding the limits set earlier tor deficit 
financing. Agricultural production suffered a decline in 1979-80, while 
there was only a 2 per cent increase in industrial production between 1978 
and 1980. At 1970-71 prices the net domestic product in 1979-80 was 
slightly lower than in 1977-78. There was a return of high inflation as the 
wholesale price index rose by nearly 17.5 per cent between 1978-79 and 
1979-80. The trade balance in 1979-80 was hcavilv in deficit and the 
country’s foreign exchange reserves swindled by nearly Rs. 56 crores 
between March 1979 and" March 1980, despite an inflow of over Rs. 1 100 
crores of foreign loans and grants. 

In January 1 9 SO the non-Congress coalition government was voted out 
of power and its short-lived experiment with ‘rolling plans came to an end. 

5. For the period 1974-78 public sector Plan outlay amounted to Rs. 28,991 crores. 
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The Planning Commission was constituted once again with members sym- 
pathetic to the policies of the new Congress government. The Draft Sixth 
Plan of 1978-83 was abandoned with effect from April 1, 1980. A new 
Sixth Plan, to be implemented over the years 1980-85, was drawn up, 
attuned to the objectives of growth, modernisation, self-reliance and social 
justice. Modernisation was given special stress in this Plan, since during 
the Janata regime there had been some tendency to belittle technological 
progress and to give almost exclusive attention to small and village indus- 
tries and labour-intensive agriculture. 

The public sector outlay in the Sixth Plan was to amount to Rs. 97,500 
crores in which the investment component was to be Rs. 84,000 crores. 
Investment in the private sector during 1980-85 was anticipated at 
Rs. 74,710 crores. (All figures at 1979-80 prices). The inflow of foreign funds 
was expected to account for a mere 5.7 per cent of total investment, the rest 
being supported by domestic savings. About 10.2 per cent of the public 
sector Plan outlay was to be financed by external assistance. 

In the Sixth Plan nearly 45.2 per cent of public sector outlay was earmark- 
ed for agriculture, irrigation and power development. Industries and 
minerals (including petroleum) would absorb 22.8 per cent, while transport 
and communications would account for 15.9 pet cent. The remaining 
portion of the outlay was for education, health, science and technology, 
water supply and other welfare services. Compared with the allocation 
of actual public sector outlay on the Plan during 1974- 79, the Sixth Plan 
put greater stress on agriculture and irrigation, mainly *on the ground that 
additional rural employment opportunities could be created at less expense 
by following this pattern of development. The same argument would 
justify the slightly higher allocation for village and small industries in the 
Sixth Plan as compared with the Fifth. It may be noted that the Draft 
Sixth Plan for 1978-83, abandoned in the second year of its operation, 
had allocated an even larger proportion of total outlay for the development 
of small industiics. 

The Sixth Plan outlay was designed to raise the gross domestic product 
(at factor cost) by 28.8 per cent in five years, which implies an annual 
growth rate of about 5.2 per cent. While agricultural output was expected 
to rise at the rate of 3.83 per cent per annum in terms of gross value added, 
output in the manufacturing sector was to rise by 6.5 per cent per annum. 
As a result the relative importance of the agricultural sector in the gross 
domestic product was to decline from 35.13 per cent in 1979-80 to 32.90 
per cent in 1984-85. However, because of its labour-intensive character, 
agriculture would provide about 46 per cent of employment, while manu- 
facturing would provide about 15 percent. The corresponding percentages 
in 1979-80 were 47.7 and 14.6. The Sixth Plan was designed to bring about 
an expansion in employment opportunities by 3.4 crore person years. 6 

6. One ‘standard’ person year is equivalent to 273 days with 8 hours of employment on 
each day. 
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This was expected to take care of the increment to the working population 
during 1980-85. 

Poverty, in the sense of an inadequate intake of food, was declining very 
slowly, if at all, though since 1950, after nearly three decades of planned 
development, per capita income had gone up by nearly 57 per cent by 
1978-79. 7 Obviously the distribution of income was not changing in favour 
of the poor. A slight improvement was, however, noticed when National 
Sample Survey data brought out that the proportion of population below 
the ‘poverty line’ had declined from 51.49 per cent to 48.13 per cent between 
1972 -73 and 1977-78. The Sixth Plan was drawn up to make the schemes 
of poverty alleviation even more effective; the goal was set at reducing this 
proportion to 38.93 per cent by 1984-85. This was to be achieved (a) by 
redistribution of land from people holding more than 5 acres of land to 
smaller farmers and landless agricultural workers, (ft) by providing employ- 
ment to rural workers during the slack agricultural season, as contem- 
plated in the National Rural Employment Programme (N REP), and (c) by 
equipping poor families with income-yielding assets, partly on loan and 
parti) as a bounty, through the Integrated Rural Development Programme 
(IRDP). 

Nearly 89 per cent of the public sector Plan outlay for 1980-85 was 
expected to be covered by domestic financial resources. Deficit financing 
was to remain limited to about 5 per cent of outlay. To secure price sta- 
bility demand management measures were to be supplemented by supply 
management, particularly through removal of critical bottlenecks on the 
supply side in the form of shortages of power and transport facilities. 

The Sixth Plan took account of the rising prices of imported petroleum 
and petroleum products and provided additional funds for domestic oil 
exploration. In spite of this the import bill was expe:ted to grow at 1978-79 
prices by nearly 7.9 per cent per annum excluding "contingency* imports 
of Rs. 1000 crores. To keep the trade deficit within manageable limits, 
the rate of growth of exports had to be stepped up in real terms to 9 per 
cent per annum; the prevailing rate throughout the ’seventies was about 
6 per cent. Improvement in earnings from invisibles, aided by withdrawal 
of Rs. 1000 crores from the foreign exchange reserves, was expected to main- 
tain the country's external accounts in balance, even after allowing for the 
fact that the terms of trade were expected to turn against the country. 

The balance of payments position, however, proved xo be more diffi- 
cult than was expected and India hau to draw out foreign exchange from 
the International Monetary Fund to the extent of Rs. 4750 crores over the 
Sixth Plan years. Foreign exchange reserves declined in the first two years 
of the Plan, but rose later. As a proportion of the value of imports, foreign 
exchange reserves were lower in 1985-86 than in 1980-81. 


7. This implies an average increase of about 1.6 per cent per annum. 
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The index of agricultural production rose at a slow rate, possibly below 2 
percent per annum, over the years between 1978-79 and 1985-86. Industrial 
production also rose more slowly than the planned rate; the average growth 
rate was less than 5 per cent per annum. The national income, however, 
registered a rate of growth slightly above 5 per cent. This was attributable to 
the comparatively high rates of expansion in ‘tertiary’ sectors (professions 
and services) which contributed in 1984-85 over 40 percent of the gross 
domestic product. Inflation proceeded at a rate exceeding 8 per cent per 
year, as indicated by wholesale prices. Deficit financing had to be relied 
upon to a much larger extent than was outlined in the Plan; instead of being 
limited to only 5 per cent of Plan outlay, deficits had financed over 15 per 
cent. 

This was how the economic development plans (the six Five-Year Plans, 
along with two ‘holidays' during 1966-69 and 1978-80) had come to 
mature in India between 1951 and 1985. 



Appendix A 

Effects of the Partition (1947) on 
Indian Economy 


The areas in British India, where there was a clear Muslim majority, were 
conferred separate Statehood by the British Parliament in August 1947. 
After the transfer ot power from Britain to India there were two States in 
place of one, the Indian Union and Pakistan. To both the States were 
added the Princely States which opted for inclusion in either the Indian 
Union or Pakistan. British India had developed as a unit with different 
regions specialising in different kinds of economic, activity and therefore 
mutually dependent on each other. This economic unity was suddenly swept 
away i(d Barriers were raised between inter-dependent regions as an out- 
come of the partition. 

The Indian Union had a greater density of population. It had nearly 
82 per cent of the population of undivided India with a little more than 77 
per cent of the geographical area. But the territory of the Indian Union 
had a larger >own area per head of population. Moreover, most of the valu- 
able mineral resources were in Indian territory. Pakistan secured only about 
3 per cent of the total mineral wealth of undivided India in value terms, its 
range of mineral resources being limited to some inferior-grade co ah petro- 
leum. salt, gypsum and a few minor ores. The bulk of the hydro-electric 
potential was also located in the Indian Union, the share of Pakistan being 
estimated at only about 2 per cent or so of the potential of undivided India. 
Of the total installed electricity-generating capacity. India obtained nearly 
95 percent. 

Although per capita sown area was larger in India, Pakistan's share ol 
the irrigated area was larger. Of the 70 million acre' ot irrigated area in 
Ind : a before partition. Pakistan's share was 22 million acres. While 4>.2 
per cent of net sown area in Pakistan received irrigation water, in India 
this percentage was only 18.9. The irrigation works that were situated in 
Pakistan were more extensive and contributed more to agricultural vtelds 
than those situated in India. As a -esull. the partition endowed Pakistan 
with a food surplus, while the Indian Union was in a greater state ot 
deficit in food than was undivided India. Some ot the best cotton- and jutc- 
producing areas of undivided India were also included in Pakistan, cotton 
in Sind and Western Punjab and jute in Eastern Bengal. Since mo4 of 
the cotton mills and all jute mills were located on Indian Union territory. 
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a tremendous problem arose in keeping the mills supplied with raw materials. 
Not more than 65 per cent of the Indian mills’ requirements of raw cotton 
could be met from the indigenous crop. fn raw jute India was even more 
deficient; only about 19 per cent of the requirements of the jute mills could 
be met from domestic sources. Immediately after partition political rela- 
tions between India and Pakistan wefe so strained that obtaining these 
raw materials by import from Pakistan became traught with great uncer- 
tainty and involved high cost. Special measures were adopted in India to 
augment domestic supplies of cotton and jute, sometimes even at the 
^expense of food production. Thus the food deficit in India was aggravated, 
while attempts to grow jute and cotton in relatively unfavourable conditions 
pushed up the cost of cultivation of these crops. This led to increases in 
prices of industrial products using these raw materials. 

The regions comprising the State of Pakistan were industrially less deve- 
loped than the regions incorporated in India. 1 Judging by the share of the 
industrial labour force jn 1947, Pakistan accounted for only 8.8 per cent 
of the total number of industrial workers in undivided India. However, 
the barriers that now came to be erected between Pakistan and India harmed 
both the raw material producers in Pakistan and the industrial establish- 
ments in India. If trade had not been restricted (often on political 
grounds) and transport remained uneffected by the upheaval accompanying 
the partition, a smooth flow of raw materials to industrial centres could be 
maintained. But the transition to the new situation was much less smooth. 
As a result India had to look for raw material supplies to other and more 
expensive sources and Pakistan had to import her requirements of manu- 
factured goods from countries other than India. Quite a number of Indian 
industries found that after partition their domestic markets had shrunk 
and, what was more to the point, exports to Pakistan markets were made 
difficult by innumerable regulation*. Besides, industrial units located 
near the border between the two States sometimes felt so insecure that they 
had to shift to areas farther away in the interior. Problems were also created 
in those cases wheie the majority of workers in an occupation belonged 
to a community that considered itself insecure in the new State. Their mig- 
ration to the other State meant a loss of skilled and experienced workers 
which had to be made good by training up a new band of workers. Some 
dislocation in industrial production in India became unavoidable as a re- 
sult, even though the Indian Union secured the bulk of tnc industrial assets. 

The character of foreign trade underwent a profound change in the 
years following the partition. Undivided India had surpluses in raw cotton, 

1, At the time of partition India had 422 cotton milK. Only 14 of them were located 
in Pakistan territory. The number of industrial establishments in Pakistan was only 
J,213 and only 2.5 lakh workers were employed in such establishments. In the Indian 
Union there were 10,881 establishments employing 25.8 lakh workers. See Cihosh, B.B., 
Indian Economics and Pakistani Economics , p. 263. 
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raw jute, hides and skins and several other raw produce which were expor- 
ted. After partition the Indian Union had to obtain such raw products by 
import, because the exportable surpluses of earlier years originated in areas 
now forming part of Pakistan. The Indian Union became a raw material- 
importing country, unlike India before partition which was an exporter 
of raw materials. Lven industrial exports were hard to build up in India 
where raw materials were either in short supply or had to be secured at 
heavy expense from other parts of the world. At this time India was suf- 
fering from a food shortage as well. Industries in India required larger 
imports of machinery to replace equipment that had fallen into disrepair 
during World War II. A huge gap, therefore, arose between imports and 
exports which drove India to increase external borrowing as well as to 
devalue the rupee in 1949 and 1966. 

Railway rolling-stock was divided between India and Pakistan on the 
basis of railway mileage and volume of tratlic. 2o far as mileage was con- 
cerned, the Indian Union accounted for nearly 80 per cent of the tracks. 
But some of these tracks had to be re-laid after partition. Some problem 
war cu.*acd by the fact that new lailwav workshops had to be set up for 
those railways which were previously served by workshops located in 
areas now included in the other State. This problem affected primarily the 
Northern Railways. Again, railways had to suffer due to migration of 
staff in those cases where the occupational categories of out-migrants and 
in-migrants did not match. In some parts of India (e.g., West Bengal) the 
borders after the partition were drawn in such a manner that part of the 
railway track became included in Pakistan and therefore an alternative 
route had to be built. The loss of Karachi port in Sind compelled India to 
develop new port facilities at Kandla. New raiNav links had to be provi- 
ded for transport of cargo to this port. 

Government property comprising both real and financial assets had to 
be divided up between the two States. For the division of real assets a Com- 
mittee consisting of representatives of both States was set up. So far as 
financial assets were concerned, a division of the foreign exchange (sterling) 
assets was effected. In respect of financial liabilities it was agreed that the 
Indian Union would assume the entire burden, but the stipulation was 
made that Pakistan would remain liable to India for repayment of Rs. 300 
crores, which was to be recovered along with interest in equal annual 
instalments over a 50 year period starting Ironi 1952. This amount is still 
shown as a recoverable debt in Ino m government accounts, but the pro- 
bability of recovery is certainly very small. 2 

2. Some other effects of the partition may be briefly noted. The unified system of bank- 
ing and financial institutions built up over a period of nearly 100 years was dealt a severe 
blow. Many such institutions found themselves with frozen assets. Others had to re- 
organise their administrative structure. The territory included in Pakistan accounted for 
*iwly 20 per cent of bank offices in undivided India. 
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Finally, the partition created the problem of refugee rc-scttlemcnt in 
both the States. It is estimated that nearly 87 lakh people were uprooted 
from their hearth and home in the wake of the partition. This docs not 
take account of many thousands who were killed in communal riots that 
flared up in many parts of the country or who died on their way to the State 
of their choice. Many of these refugees left valuable property at home and 
had to be rehabilitated from the miserable condition to which they had 
sunk in the aftermath of the partition. The cost of giving temporary shel- 
ter to this refugee population and subsequently of helping them with loans 
to build houses and setting up new business units proved to be quite subs- 
tantial. This caused a diversion of funds from development work and 
delayed the attainment of targets in respect of various economic and social 
services that were so essential for national well-being. 



Appendix B 

The Rupee-Sterling Exchange, 1893-98* 


By parsing the Coinage Act ot June 26, 1893 the Government of India 
closed the mints to free coinage of silver. The Government, however, 
retained the power to coin silver on iu own account. Three administrative 
notifications were issued. The lir^t provided for giving silver rupees in 
exchange lor gold presented at the Indian mints at the rate of 16d. per rupee. 
The second provided that sovereigns and half-sovereigns would be receiv- 
ed by the government in payment of taxes and other government dues at 
the same rate. The third was regarding the issue of currency notes in 
exchange for British com or gold bullion at the rate of 16d. to the rupee. 

For various reasons these provisions which marked the severance of 
Indi ' from the silver standard are very important. Henceforth rilver lost 
one of its strongholds. This marked the recognition of the fact that the days 
of bimetallism and of silver standards were gone. As a matter of fact this 
plan was adopted by India only after the failure of the Monetary Confe- 
rences of 1892 to arrive at any agreement regarding the future of silver. 
Above all, this meant for India the first step in the inauguration of a system 
which has been the focus of so much praise and so much abuse — the cele- 
brated gold exchange standard which may be said to be India’s contribu- 
tion to the world's currency systems. 

Why did India have to take this step? To understand this we have to 
study the history of silver prices before 1893. In 1872-73 the average 
price of silver bar per oz. was 60-\d; by 1892-9 j it had fallen to the low 
level of 39 T l f d. per oz. It is a known fact that exchange between a gold 
standard and a silver standard country depends on the prices of silver and 
gold. If silver is falling in value in terms of gold, the exchange of the silver 
standard country depreciates. The reverse happens if the price of silver 
rises. Thus from 1872 -73 Indian exchange fell o n d the fall in the exchange 
kept pace with the fall in the value of silver. In 1872-73 the exchange was 
Is.10.754d. to the rupee; in 1892 -93 it was ls.2.984d. to the rupee (see 
Table B.l) 

Before examining the effects •; ** this exchange dcpieciation on India, it 
will be interesting to see what caused this tall in the price of silver. If the 
causes are found to be of such a nature as would warrant a belief that the 
tall in the price of silver was going to be a permanent phenomenon, then 

•Contributed by J. Bancrje.t. 
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Table B.1 

Relation between gold price of silver and Rupee-«teHing exchange 


Year 

Av. price of Silver bar per oz 
{Pi\ lev and Abell) 

Average rate of exchange 
5 . d. per rupee 

1872-73 

60 5 16 

1 J 0.754 

1873-74 

59 1 -4 

1 10.351 

1874-75 

58 5/16 

1 10.221 

1875-76 

56 7/8 

1 9.645 

1876-77 

52 3/4 

1 8.491 

1877-78 

54 13/16 

1 8 790 

1878-79 

52 9/16 

1 7.761 

1879-80 

51 1/4 

1 7.961 

1880-81 

52 1,4 

1 7.956 

1881-82 

51 11/16 

1 7.895 

1882-83 

51 5/8 

1 7.525 

18S3-84 

50 9/16 

1 7.536 

1884-85 

5p 5>8 

1 7.308 

1885-86 

48 5.8 

J 6.254 

1886-87 

45 3/8 

1 5.441 

1887-88 

44 5 '8 

1 4.S99 

1888-89 

42 7/8 

1 4.379 

1889-90 

42 11/16 

1 4.566 

1890-91 

47 1J/16 

1 6 0*9 

1891-92 

45 1/16 

1 4.733 

1892-93 

39 1/16 

1 2.984 


Average price of bar silver taken from Report of Fowler Committee. Appendix No. 12, 
p, 144. Average rate of exchange taken from Index No, of Indian Prices 1821-1926, p. 18. 

we will be able to appreciate the anxiety of the Government of India to give 
up the silver standard and adopt the gold standard. 

In the twenties of the nineteenth century England was practically the 
only country on the gold standard. After a period of inconvertibility lasting 
from 1797 to 1820, the Bank of England resumed redemption of its notes 
in gold coin after May 1, 1821. By 1873, when the Latin Monetary union 
was dissolved almost all the important countries came to be on the gold 
standard. The motives and factors which led to the adoption of gold as the 
monetary standard and to the demonetisation of silver by these countries 
cannot be dealt with here. National pride, growing appreciation of gold 
as the more convenient metal for countries with growing wealth due to 
its higher unit value, inconvenience caused by constant variations in the 
ratio between gold and silver — these were some of the causes leading to the 
regime of international gold standard. 

The demonetisation of silver naturally meant a lessened demand for 
it; there was also some sale of demonetised silver, particularly by Germany, 
but this was stopped in 1879 and was not of very great importance. At the 
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same time the production of silver was increasing. In 1888 it was reported 
that silver has increased nearly 50% during the last quinquennial periods'’.* 
It is the law of supply and demand that price falls if demand does not 
increase, while supply increases. In the case of silver there was no chance 
of any permanent increase in its demand unle*,.> it was restored to it* earlier 
status as a monetary unit. Hence the efforts of the Indian Government to 
introduce international bimetallism. The failure of the Brussels Monetary 
Conference in 1892 finally extinguished hopes in this direction. 

From the side of gold, too causes had been operating which tended to 
reduce the gold value of silver. There were several factors which tended to 
keep up the value of gold. The demand for gold was increasing because of 
gradual adoption of the gold standard by one country after another in the 
Western hemisphere. Again the fall in [general] prices in terms of gold during 
this period suggests that the supply of gold was not quite adequate to meet 
the ever increasing demand for gold. 

It has, indeed, been suggested that the fall in the price of silver was more 
a manifestation [an expression] of the appreciation of gold than a deprecia- 
tion of silver. The value of both gold and silver is best expressed by their 
purchasing power over commodities in general. This test lends direct 
support to the above view. 

The statistical e\idence make* appreciation of gold primarily respon- 
sible for the decline in the price of silver. There is no doubt that gold did 
appreciate during this period m terms of commodities in general, but the 
appreciation of gold does not offer as w itness the fall of prices. This may 
not, however, be a totally satisfactory explanation of the fall in the price of 
silver. For, if depreciation of silver was simply due to appreciation of gold, 
one would expect this depreciation to disappear when gold ceased to 
appreciate and depreciation of gold in the shape of rising prices took place. 
There was, in fact, no shortage of gold after the South African mines began 
to unload their output. Yet the price of silver did not recover permanently. 
It is true that after the First World War silver experienced a spectacular rise 
in price but that was a temporary phenomenon due to exceptional circums- 
tances engendered by the war. 

The prospect before the monetary authorities in India was indeed very 
gloomy. When we consider the bad effects of this fall in the price of silver 
manifesting itself through a continuously falling exchange w'ith the gold 
standard countries, their anxiety to give up the relationship with silver 
becomes understandable. The Finance Members of the Government ot India 
were directly concerned with the problem because ot the havoc depreciat- 
ing exchange did to the budget. Every year the Government of India had 
to remit large sums to Fngland as payment under various headings, e.g. 


•Royal Commission on Gold and Silver, Final Report, p. 22 Reprint, Columbia 
University Press 1936. 
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services, interest on government debt etc. These were known as Home 
charges and they used to be made on a gold basis and most of them were 
comparatively iixed. The money had to be raised thiough taxes in India and 
then reunited to England. Thus, if in any year the Home charges amounted 
to £1000 and the rate of exchange was 2s. per rupee (£1---R 10), 
Rs. 10,000 would have to be raised in India to pay this debt. But if the 
exchange was Is. 4d. per* rupee (£1- R15), Rs. 15,000 would be required to 
pay the same debt. This naturally was the point made most prominent in 
the despatches from the Government of India to the British Government. 

The Herschell C ommittee which was appointed in October 1 892 to enquire 
into the currency situation in India also pointed out the financial burdens 
and inconveniences imposed upon the Indian Government due to the above 
circumstances. Some facts given by the Herschell Committee would be 
interesting in this connection. From 1872-73 to 1802 93 the net annual dis- 
bursements of the Indian Government in England (r.g. payments for the 
discharge of debts and all capital transactions) varied between £13.3 
million and £16.8 million. The total of these Home charges for 1892 was 
computed at £16 million. The gold value of the rupee as measured by the 
average exchange rate in London on India for the fiscal year 1872-73 was 
22. 7 5d which meant that it cost India approximately Rs. 10.55 to lay down 
one pound sterling in London; but in 1892-93 when the average sterling 
value of the rupee was 14.98d, it cost India Rs. 16.02 to lay down the same 
amount in London— an increase of 52% in twenty years. " 

The Herschell Committee also considered the effects of the system on the 
people of India and on the European officials."* As regards the effect on 
the people of India, the Committee pointed out that the fall penalised cer- 
tain sections of the community. Those paying fixed land revenue under the 
permanent settlement did not stiller; the increased salt tax to meet the 
increasing Home Charges pressed upon the people a f large. The failing 
exchange rate was of some benefit to the exporters, no doubt; but in so far 
as they had to buy imported goods at increasing prices this gain tended to 
disappear and it may be said that at this time many necessary articles 
like cotton goods were imported to a very large extent. 

Against this doubtful gain to a particular action, we must place the 
fact that the falling exchange made machinery for industrial development, 
railways and other similar imports more costly and to that extent tended to 
retard the development of the country. The votaries of to the silver 
standard pointed out that gold prices were declining and, therefore, India 
was most probably receiving as much of these goods as it had done before. 
But, it may be said that had the exchanges not been falling India would 
have got even more of these imports than she was already receiving. 

’'Hvf ,c hell Committee Report, para. 5, also Sir David Barbour quoted by Wadia & 
Jushi. p. 293, Vol. 2. 

•♦Herschell Committee Report, paras. 3-6 32-34. 
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Even the exporters could not have gained very much from the 
depreciating exchange because India at this period was almost 
solely an exporter of goods whose demand was more or less inelastic — 
wheat, rice or jute. Their consumption could not have increased much 
with a lowered price. Accordingly, balancing the gain and loss to the 
Indian people as a whole, one is bound to come to the conclusion that the 
losses outweighed the gains. 

Apart from increased tax burden and increased prices of imported goods, 
there was another way in which the depreciating exchange was harmful to 
the interests of the Indian people. In India the task of providing the country 
with the two prime requisites of a sustained economic life — a system of 
transport and a network of irrigation — had fallen upon the country's 
government. For providing these requisites of development the govern- 
ment had undertaken a policy of "‘Extraordinary Public Works”. 
The necessary capital was not forthcoming in India and recourse, 
therefore, had to be had to foreign financial , markets which meant 
at this time London.* With falling exchange the English investors became 
inc.caiiiigly unwilling to buy rupee securities and began to insist on ster- 
ling securities. Borrowing on sterling securities meant increasing gold 
payments and the government was unwilling to do anything which increased 
their gold commitments. The change in the character of Indian debt in 
London — the distribution between rupee and sterling securities — is evident 
from the following tabic.** 


Table B.2 


Sterling debt 
(in R s.) 

Rupee debt 
(in Rs.) 

End of 1873-74 

41,117,617 

66,41,72,900 

End of 1898-99 

124,268,605 

1.12,65.04,340 


Further import of capital on private account was also necessary for 
India’s economic well-being. The Report of the Famine Commission of 
1880 advocated diversification of industries as an avenue ot escape from 
the ravages of famine. The private English investor was apt to look upon 
the investment of capital in India as a risky proposition. It was feared that 
once the capital was spread out in a silver country every fall in the price of 
silver would not only make the return uncertain when drawn in gold, but 

•There was nothing wrong or injurious to Indian interests in borrowing money in 
London so long as the rate of interest paid was not too high. Almost all the countries, 
including the United States, used to raise capital in London to carry out internal develop- 
ment. 

♦•Sec Appendix II, p. 179 of the Indian Currency Committee of 1898 
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would also reduce the capital value of his investment in terms of gold which 
was naturally the unit in which he measured all his returns and outlays. 
Thus India’s development was at stake.* 

According to Gresham’s law bad money drives out good money. Silver 
was thus driving gold out of India since India was still one of the few coun- 
tries on silver standard and hence received silver more and more. But the 
more silver she received the more difficult it became for India to disgorge 
her silver in future for this would lead to a drastic fall in the price of the 
white metal and instead of holding an appreciating asset, India was now 
holding a depreciating asset. This, again, was an argument against con- 
tinued adherence to the silver standard. 

In this formidable list of the disadvantages accruing from the falling 
price of silver, one must also include the difficulties of the European offi- 
cials who had to remit given amounts, in terms of sterling to England for 
the support of their families and the education of their children. 

It thus became apparent, that continuing the relationship with silver 
was fraught with many disadvantages and difficulties and, if one took into 
consideration the future of the price of silver, was bound to do unlimited 
damage to the Indian economy. The only course open before the govern- 
ment was to sever the connection of the rupee with silver and the Herschell 
Committee recommended this step. The committee accepted the plan 
of the Indian government for the closing of the mint to the free 
coinage of silver and for the ultimate adoption of the gold standard, 
with two modifications. The closing of the mints to the free coinage of 
silver was to be accompanied by an announcement that though closed 
to the public, the mints would be used by the government for the 
coinage of rupees in exchange for gold at the rate of 16d. per rupee. The 
rate was not thought by the committee as necessarily a permanent one. 
Many expected that the rate might go up all on a sudden. It was to avoid 
such a contingency, to prevent the currency supply from being entirely 
unautomatic and to lighten the blow which the closing of the mints to free 
coinage would give the price of silver that the committee recommended 
this modification. Secondly, gold was to be received at the govern- 
ment treasuries in payment of public dues at the same rate. Both these 
recommendations were designed to pave the way to the linking of the rupee 
with gold. 

It was hoped that by closing the mints to the free coinage of silver, the 
exchange value of the rupee could at once be divorced from its bullion value 
which was declining almost continuously. The intention was not to raise 
the gold value of the rupee, but to prevent it from declining further and 
ultimately to stabilise it. The rate of Is. 4d. which was fixed upon for this 
was the average rate for approximately the preceding two years. From 

•Ambedkar — Problem of the Rupee, pp. 91 & 96 . 
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Jtly 1891 to June 1893 the sterling value of the rupee had ranged from 17jd. 
to 14rid v the mean being exactly 16d. The average monthly rates of 
exchange for “council bills” from June 1891 to May 1893 inclusive was 
15j|d- and the average for the two and a half year period, December 
1890 to May 1893, was 16 ¥ \d. Thus the rate of I6d. seemed a fairly 
representative one. Another appeal of the 16d. Tate was the ease with 
which this rate assimilated the Indian Currency units.* 

Immediately following the closing of the mints the exchange rose and 
this rise itself tended to confirm the belief of those who expected the imme- 
diate attainment of a I6d. rate. Even the Indian Government became 
convinced of the soundness of this belief and apparently expecting the 
attainment of the new gold par within a few months urged the Secretary 
of State for India not to sell council bills below a 16d. basis. But the sharp 
rise was due to a heavy speculation in rupee paper which began as soon as 
it was known that the mints would be closed and that the gold value of the 
rupee was to be raised to a maximum ot 16d. The very expectation of the rise 
caused the rise. However, the rupee after its sharp rise following the closing 
of the mints tell away and the Secretary of State could not sell council bills 
at 16d. In the end the attempt was aoandoned on January 20, 1894. 

The immediate failure of the policy of 1893 was due to a variety of 
reasons, some beyond the control of the Government of India. The Baring 
Crisis of 1890 had initiated a depression and the period 1891-94 was one of 
trade depression and bad harvests throughout Europe. In 1893 there was 
a monetary panic in U.S.A. Under these circumstances the success of any 
currency reform would have been doubtful. It is noteworthy that both 
Austria and Russia also introduced currency reforms about the same 
time and that there also the reforms were really effective only when 
trade conditions stabilised. Further the scheme *as introduced at a 
very unfavourable time of the year. The latter half of the year is usually 
a slack season when exports are usually low and the balance of trade is 
against India. If one thing was absolutely necessary to keep up the 
exchange value of the rupee, it was a favourable balance of trade; for that 
would mean a demand for rupees and rupee exchange would be strong. 
The ease with which the ls.4d. rate was maintained after 1898 was due to 
large favourable balances of trade. When in 1907-8 the trade balance was 
against India, the exchange became weak and the weakness was not recti- 
fied till the Government came to the rescue and declared that it would sell 
sterling to anybody in India wanting it. In 1893 the Government had not 
the mechanism to keep exchange steady ; they had thought that mere divorce 
from silver would be enough to keep up the exchange. 


- R15 1 as - Id 

R 1 16 as 1 as ** 4 pice 

1 pice — 1 farthing 
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The course of the exchange during the subsequent period has been thus 
expressed by Kemmercr. He observed that “although during this period 
the exchange value of the rupee was always far above the bullion value, 
and the difference tended to be a widening one, there was still a remark- 
able parallelism in the movements of the two curves of the foreign exchange 
and the bullion value of the rupee* Exchange was at its lowest point in 
1894; thenceforward it began to rise slowly till in 1898 it reached the gold 
point. In 1898 it became for the first time profitable lor persons out of 
India who had payments to make in India to take advantage of the standing 
offer of the Government of India to give rupees at the Calcutta or Bombay 
mints or *<sue notes at the paper currency cilices, against gold tendered 
to them at a rate of exchange equivalent to 15 rupees to £1. In short the 
exchange value of the rupee had then risen to ls.4d. 



Inf run c value of Rs. as silver 
bullion 

Average exchange 

1894 

11 l/5d 

Is 1 1 '2d 

1895 

li 3,8 d 

lsl VXd 

1896 

11 7,8 d 

Is 2 12 d 

1897 

10 lCd 

Is 3 1/4 d 

189S 

10 3/8 d 

Is 3 7/8 d 


There have been various criticisms of the policy followed during these 
years. Some critics have argued that a policy was followed of raising the 
exchange value of the rupee by contracting the supply of currency; the 
contraction followed automatically from a cessation of further coinage 
and issuance of currency of any form because expanding trade and expan- 
ding population require larger amounts of money. If hand to hand currency 
is not available the use of deposit currency through cheques may fill the 
gap. This was the case in England where deposit currency very soon came 
to be the main media of payment after the middle of the 19th century. In 
a country like India, where even now the use of cheques is at a very low 
level, conditions in the period under consideration may be easily imagined. 
In the absence of adequate banking facilities and prevalence of the habit ot 
cash payments, growing trade, production and population demanded more 
currency. This, however, was not forthcoming. The consequence was a 
fall in prices, stringency in the money market, and difficulties faced by 
exporters because of appreciating exchange. 

Before discussing whether these strictures are true or not, it would be 
interesting to sec how much currency contraction there was in fact. There 
is no evidence of an absolute contraction of currency. But the argument 


•Chambei lain Commission Report, Sec. 14. 
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that there was a relative contraction of currency has a stronger case. In- 
deed the essence of the plan as formulated by the Government of India and 
the Herschell Committee was to divorce the value of the rupee from its 
silver content and to prevent its further depreciation. It was regarded 
quite possible, on the basis of the Quantity Theory of Money, “to reduce 
the amount of the rupee circulation to such an extent as to bring the Indian 
exchange into par with gold at a rate of exchange which could be perma- 
nently maintained”. 

It seems fair to point out at this stage that in those days stability of 
exchange was regarded as a thing of supreme importance. The idea that it 
is better to have a flexible exchange rather than to have stable exchange 
and disturb internal cost and income structure was in those days practically 
unknown. 

The whole world was rapidly becoming an interconnected and organic 
whole. As international trade and commerce developed, the price levels 
and the cost and income structures of the different countries were becoming 
more and more dependent on those of the others. Any disturbance in the 
credit and business conditions of one country was making its influence felt 
in other countries. This integrated system was regarded as good and 
people wanted to keep in step with other countries. A stable exchange was 
essential for this. Therefore it will not be fair to blame the officials of the 
Government of India if they tried to reach a stable exchange and were 
rather insensitive to hardships it might cause to some. The valid criticism 
would be that they tried to fix the exchange at too high a level and thereby 
caused unnecessary difficulties. But here again we can not blame the 
Government or the Herschell Committee for deciding on the ls.4d. ratio. 
The average rate ranged round 16£d. in 1887 88. 1888-89, 1889-90, 
and again in 1891-92; in 1892-93 the average rate had fallen to under 
15d. The rate of ls.4d. was provisional and the rise of the exchange before 
and after the closing of the mints to free coinage of silver confused the 


officials. . 

It is true that after this short rise, the exchange fell away till on 23rd 
January. 1895 council bills were sold at Is-ifd. But it must be remem* 
bered that the price of silver fell to a greater extent during these years fol- 
lowing the repeal of the Sherman Act in the United States and the closing of 
the Indian mints, that naturally the rupee tended to move down m the 
absence of any support, and that these were years of depression abroad 
which meant less demand for Indian products. The declining price of si ver 

made it profitable to send silver in large quantities to India in payment 

for her exports. Silver thus performed the function of breaking the attempt 
of the Secretary of State for India to establish a quasi-monopoly pnee o« 
remittances to India. The criticism that high exchange hampered export 
trade does not apply till after January 1895 from when the ochujr 1 *8“ 
to rise. Exchange began to rise from January 1895 and it reached gold 
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import point in 1898. It was during this period, therefore, that exporters 
could have suffered. It will be interesting to examine the figures for exports 
during these years. Gross exports in 1895-96 amounted toRs. 114 , 265 , 000 . 
They fell to Rs. 103,914,000 in 1896-97 and in 1897-98 reached the low level 
of Rs. 97,537,000. This, however, proves nothing; for these were famine 
years. Further, while exchange was reaching the gold point in 1898 exports 
were increasing and during 1898-99 reached the figure of Rs. 112,723,000. 
(See Tabic B.3). 


Tabic B. 3 

Movement of Rupee-Sterling exchange, 1887-1899 



Exchange 

«/.) 

Silver, per o’ 

{d.) 

Exports of merchandise 
(Rs. 000) 

J 887-88 

16.898 

44 5 ,'8 

90,471 

1888-89 

16.379 

42 7/8 

96,978 

J889-S0 

*16.566 

42 11/16 

103,397 

1890-91 

18.089 

47 11/16 

100,136 

1891-92 

16.733 

45 1/16 

108,036 

1892-93 

14.985 

39 13/16 

106,536 

1893-94 

15.547 

35 5/16 

106,448 

1894-95 

13.101 

28 5/16 

108,815 

1895-96 

13 638 

29 7/8 

114,263 

*1396-97 

14:451 

30 3 4 

103,914 

♦1897-98 

15.354 

27 9/16 

97.537 

1898-99 

15.978 

26 15/16 

112,723 


•Famine years 


Again from the point ot view of benefit to Indians the case against the 
Government falls flat Whatever the benefits from a falling exchange, they 
are only temporary and once the exchange is stabilised, they vanish. One 
section of the community makes a gain at the expense of others. The Gov- 
ernment of India in a letter to the Honorary Secretary of the Darjeeling 
Tea Planters’ Association, dated 12th October 1892, expressed this view 
very clearly. It said that the producer of an article of export may make a 
temporary and unfair gain from depreciation of the standard at the expense 
of his employees and of other persons to whom he makes fixed 
payment.* 

As regards decline in general prices, it docs not seem that there was a 
very, large decline. This is evident from the index numbers of prices in India 
compiled by the Department of Commercial Intelligence and statistics. 
This is a weighted index number of 100 articles equated to 100 for 1873. 
It is to be noted that 1896 and 1897 were years of famine. 


•Fowler Committee Report 1898. 
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Tabic B.4 

index numbers of prices, 1893-1900 
0873 000) 


\m 

129 

!K9 4 


189S 

no 

18% 

131 

1X97 

1M 

I8<»X 

1 2> 

1W 

121 

1900 

143 


Bank rates in India were high in 1896 and 1897 and in February 1898 
rose to 12% The high rates during these years arc attributable to famine 
conditions. According to the Fowler Committee the Government of India 
used to place large sums at the disposal of the money market every year 
through sales of council bills, in 1897. owing to the depletion of the 
balances brought about by expenditure on famine relief, military operations 
and falling revenue the Secretary of State could place only a very small sum 
at the disposal of the money market as compared to the previous years.* 
The critics who attribute falling prices and high bank rates solely to the 
exchange policy of the Government miss the real issue. There was no doubt 
that there was some stringency of currency in India from 1896. The causes, 
however, were different. Lindsay observed that in 1895-96 there was an 
extension of joint-stock enterprise in the shape of the development of jute 
mills and indigo mills and an increase of commercial enterprise generally. 
There was also an increased demand for money owing to the large export 
demand for wheat and seeds and for the financing of high priced foodcrops. 
It is this explanation of the relative contraction of currency which deserves 
to be considered.** For the growth of the commercial and industrial demands 
for currency, which caused the monetary stringency, indicated the begin- 
ning of a movement which was destined to have a highly favourable effect 
upon the Indian exchange. The trade depression abroad was over; there 
was growing demand for Indian products which led to a revival of trade and 
industry in India. There were highly favourable balances of trade and it 
is this which was really responsible for both the rise in the exchange and 
the monetary stringency. They were both the results of one and the same 
cause— trade revival and the consequent favourable balance of trade. In 
1898 it seemed that the period of groping was over; the rupee had reached 
1 s.4d. and everywhere there was a growing clamour for a fixed policy. 
The time had come when an end should be put to an anomalous situation 


•Fowler Committee Report. Sec. 22. 
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in which rupee was neither on silver standard, nor on gold standard; when 
the rupee was being allowed to find its own level, if one may say so. 

It was under these circumstances that the Fowler Committee was ap- 
pointed to consider the proposals of the Government of India and also any 
other matter which they might think relevant including the monetary system 
then in force. They were asked to enquire into the probable effects of any 
proposed changes upon internal trade and taxation. The Committee was to 
draw up any modifications of the proposals of the Indian Government or 
any suggestions of their own which they might think advisable for the 
establishment of a satisfactory system of curiency in India and for securing 
as fat as is practicable a stable exchange between India and the United 
Kingdom. 



Appendix C 

The Rupee-Sterling Exchange, 1927-31* 


The exchange ratio has always been the subject of immense controversy 
in India. This was particularly true in the years after the First World War 
,and specially after the stabilisation of the rupee at ls.6d. in 1927. There 
was yet another controversy when the rupee was linked to sterling in 
September 1931 after the abandonment of the gold standard by England. The 
opponents of the Is. 6d. ratio have mainly advocated a ls.4d. ratio and their 
main argument has always been that the latter ratio is “natural”, though 
they have never taken much pains to explain what they mean. 

It is admitted that lowering of the rate of exchange from ls.6d. to Is.4d. 
would benefit the exporters, buf tor only that period of time during which 
the p;r<'f*ss of adjustment would be taking place. The question was whether 
the benefit would last for long, or whether the economy will soon adjust 
itself to the new rate. 

Let us now see what are the facts in our case. In 1920 the government 
decided to fix the exchange at 2s. gold but had to give up the attempt and 
adopted the policy of letting the exchange find its own level. By 1922 ex- 
change had fallen to a low level of ls.2|d. but immediately after a recovery 
set in due to various causes and exchange began to improve. By 1924 it had 
reached a level of Is. 6d. and henceforth the policy ot the Government was to 
see that it did not exceed this limit. Throughout the next few years the rate 
fluctuated around this level and it does not appear as if the government had 
any difficulty in keeping the rate at this level. 

The argument of the advocates of the 1 s. 4d rate that this was the rate at 
which contracts were entered into because of the expectation that ultimately 
this rate would be restored can be disposed of at once. This rate was non- 
existent since 1916 and it is highly improbable that people could have made 
contracts at this rate amidst the fluctuations of the postwar years. On the 
other hand, the presumption is that people had entered into contracts, at 
least during the period since 1924, bearing in mind the ls.6d. rate, as it was 
evident that the government would finally want to have the exchange at 
that very level. 

As regards adjustment 40 either the ls.4d. or the ls.6d., one law only 
points out that statistical proof, particularly in calculations of the proper 
rates of exchange, is not to be taken too seriously. In India the difficulty 


•Contributed by J. Banerjea. 
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is enhanced because of a lack of adequate statistics. The index of the whole- 
sale prices published by the Government was admitted even by the autho- 
rities to be unsatisfactory. There was no satisfactory cost of living index 
for the whole country, simply for the reason that because of diversity of 
conditions obtaining in the different parts, it was not possible to construct 
such an index for the whole country which would still be of some signifi- 
cance. The majority report of the Royal Commission of 1926 applied the 
tests of economic science to see if there was a substantial measure of 
adjustment to the prevailing rate and were satisfied that there was. On the 
other hand, the minority Report produced data to prove that at Is, 6d. there 
would be imposed on the Indian economy a considerable strain and that 
ls.4d. was the proper rate. 

The question boiled down to this: at which rate of exchange the strain 
on the economy would be the least? Prima facie, the case was in favour of 
Is. 6d and against is. 4d. Since 1916 the latter rate was not a practical factor 
in the situation. During the upward movement of the rupee (his rate was 
reached and passed. But since 1924 the de facto rate had been 18d. It was 
to be expected that a considerable measure of adjustment had been attained 
at this rate and to go back to ls.4d. would have meant that all this would 
be undone and a fresh start made. 

One may certainly criticise the policy which waited till the exchange 
reached ls.6d. and then decided to fix the rate at that level. It may be asked 
why did the authorities not try to keep the exchange at ]s.4d. when that 
rate was reached and there was a tendency for the rate to go up. Why this 
partiality in favour of the ls.6d. ratio ? The government never gave a satis- 
factory explanation of thi> policy. It is very difficult to see why the govern- 
ment did not try to fix the exchange at Is. 4d. when it was first reached in 
December 1922. This policy would have meant that the amount of curiency 
in circulation in the end would be somewhat higher, the price level a bit 
higher than it was, but in the long run there would be no gain or loss to 
anybody. 

Another criticism which can be made is that just as the pound was then 
over-valued in terms of the dollar, at the rate of Is. 6d. the rupee would also 
be over-valued in relation to the dollar. A lower rate would have rectified 
this defect. 

The supporters of the Is. 4d. rate can point to the loose grip of the rupee 
on the Is. 6d. rate for three or four years after its introduction in 1927. The 
exchange was weak in 1927 and in 1928 and again in the early part of 1929. 
The position of the Government was rather difficult because of its annual 
sterling obligations. It had two alternatives — ship gold or deflate. It chose 
the latter and raised the rate of interest at which it was prepared to give 
emergency currency up to 12crores to the Imperial Bank from 7 to 8 percent 
as from 14th February 1930/ Already in 1927 it had raised the rate from 6 

•Controller of Currency Report 193001. 
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to 7 per cent. This fact had led the Bankers’ Magazine to remark that it 
would seem that this had been done as part of the measures to sustain the 
rupee at Is. 6d. for the rate had been showing signs of weakness latterly.* 
Exchange was weak again for the greater part of 1930-31. A period of 
consistent weakness set in from the middle of November 1930 and it lasted 
until the end of February 1931. Rumours that recommendation would be 
made to the Round Table Conference about to meet in London that a rever- 
sion should be made to 16d. rate made the market speculative and sterling to 
the extent of £5,650,000 was sold between November 1930 and March 1931. 
The Government tried to remedy the situation by deliberate contraction of 
currency. During the quinquennium 1930—35 no less than Rs. 102.50 crores 
of note currency was contracted. 

The position of the Government was made clear in a statement made by 
the Secretary of State for India before the House of Commons in England 
on February 11, 1931. “The Government will use all the means in its 
power”, he asserted, “to maintain the rate in accordance with their statutory 
obligations”. This policy, with all its deficiencies and ill effects, was 
allowed to rule till the end of the British Raj in India. 


•L.C. Jain— The Monetary Problems of India. 
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